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PEPPER  COMMISSION  REPORT 


THURSDAY,  APRIL  26,  1990 

House  of  Representatives,  Committee  on  Energy  and 
Commerce,  Subcommittee  on  Commerce,  Consumer 
Protection,  and  Competitiveness,  and  Subcommit- 
tee ON  Health  and  the  Environment, 

Washington,  DC. 

The  subcommittees  met,  pursuant  to  notice,  at  9:30  a.m.,  in  room 
2322,  Rayburn  House  Office  Building,  Hon.  Doug  Walgren,  chair- 
man, Subcommittee  on  Commerce,  Consumer  Protection,  and  Com- 
petitiveness, and  Hon.  Henry  A.  Waxman,  chairman.  Subcommit- 
tee on  Health  and  the  Environment,  presiding. 

Mr.  Walgren.  Let  me  call  us  to  order,  and  I  want  to  welcome 
you  all  to  this  joint  hearing  being  held  by  the  Subcommittee  on 
Commerce,  Consumer  Protection,  and  Competitiveness  and  the 
Subcommittee  on  Health  and  the  Environment,  chaired  by  Con- 
gressman Waxman.  This  hearing  is  on  the  recommendations  of  the 
U.S.  Bipartisan  Commission  on  Comprehensive  Health  Care,  the  so- 
called  Pepper  Commission,  regarding  access  to  health  care  and  the 
implications  for  the  private  health  insurance  market. 

This  is  the  first  of  several  hearings  we  will  hold  on  the  role  of 
the  private  health  insurance  system  in  providing  the  kinds  of  com- 
prehensive access  to  health  care  that  we  certainly  want  in  our  soci- 
ety. 

Although  this  hearing  will  focus  largely  on  insurance,  I  particu- 
larly want  to  underscore  how  important  it  seems  to  me,  and  I 
know,  also,  to  Chairman  Waxman,  that  these  two  subcommittees, 
the  Health  and  Environment  Subcommittee  and  the  Committee  on 
Commerce,  Consumer  Protection,  and  Competitiveness  work  closely 
together.  The  fact  that  this  is  a  joint  hearing  is  extremely  impor- 
tant in  pursuing  that  objective. 

From  our  standpoint,  especially  in  view  of  the  fact  that  both 
Chairman  Waxman  along  with  Congressman  Tauke  served  as 
members  of  the  Pepper  Commission,  obviously  we  have  a  great  in- 
terest in  working  together  in  this  area. 

As  you  know,  our  country  has  what  could  only  be  described  as  a 
patchwork  of  public  and  private  coverage  for  health  problems  and 
there  are  tremendous  holes  in  that  patchwork.  Thirty-seven  million 
Americans  have  no  coverage  at  all,  and  there  are  twice  that 
number  whose  insurance  coverage  may  be  inadequate,  to  say  the 
least. 

Both  problems,  the  uninsured  and  the  underinsured,  together  ac- 
count for  almost  100  million  Americans. 
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Can  the  private  health  insurance  industry  effectively  cover  these 
people?  In  recent  years,  the  direction  has  been  strongly  in  the  neg- 
ative. Since  1980,  there  has  been  a  25-percent  increase  in  the  pro- 
portion of  Americans  without  health  insurance.  Some  employers 
have  left  the  private  health  insurance  market  and  now  cover  their 
workers'  health  care  expenses  directly  with  increasing  limitations. 
Other  employers  have  been  pressured  to  exclude  the  very  workers 
most  in  need  of  care  or  to  accept  severe  restrictions  on  coverage. 

With  5  percent  of  Americans  accounting  for  50  percent  of  the 
total  health  care  expenditures,  it  is  clearly  inevitable  that  private 
insurers,  if  left  solely  to  the  private  marketplace  alone,  would  focus 
more  and  more  of  their  efforts  on  identifying  and  excluding  those 
who  are  the  most  costly  individuals  to  insure.  Many  insurers  say 
that  they  have  been  literally  forced  to  become  extremely  sensitive 
to  that  question  in  order  to  stay  profitable. 

A  similar  experience  occurred  in  the  1950's,  I  understand,  when 
there  was  an  increasingly  aggressive  medical  underwriting  effort 
that  left  an  increasing  number  of  another  population — in  that  case, 
the  elderly — uncovered.  Shortly  thereafter,  in  the  1960's,  Congress 
enacted  the  Medicare  system  to  provide  comprehensive  coverage  in 
its  place. 

Today,  the  growing  number  of  Americans  lacking  access  to  ade- 
quate health  care  coverage  is  a  national  scandal.  We  spend  more 
than  11  percent  of  our  gross  national  product  on  health  care,  more 
than  any  other  industrial  country  in  the  world,  and  we  have  many 
more  people  literally  uncovered.  The  general  public  dissatisfaction 
with  the  system  can  only  be  described  as  extremely  high. 

The  Pepper  Commission  recommendations  are  a  culmination  of 
years  of  effort  in  Congress  to  search  for  a  comprehensive  solution 
for  the  millions  of  unfortunate  Americans  who  live  with  the  fear  of 
illness  and  disability  and  no  means  to  pay  for  it.  The  health  care 
recommendations  would  affect  the  private  health  insurance  market 
in  a  number  of  ways. 

They  would  prohibit  insurers  from  excluding  someone  from  an 
employment-based  group  because  of  preexisting  medical  conditions. 
They  would  require  insurers  selling  in  the  small  group  market  to 
accept  all  groups  on  an  equal  basis.  They  would  replace  State  bene- 
fit mandates  with  a  standardized  minimum  basic  policy.  They 
would  create  a  voluntary,  self-financed  reinsurance  pool,  to  help  in- 
surers cover  high-risk  groups,  and  they  would  create  a  public  insur- 
ance plan  as  an  alternative  to  the  private  insurance  market. 

Our  witnesses  this  morning  will  give  us  their  views  on  what  role 
private  health  insurance  can  play  in  providing  better  health  care 
for  more  Americans  and  how  the  Pepper  Commission  recommenda- 
tions either  promote  that  result  or,  from  their  point  of  view,  work 
negatively. 

Our  witnesses  come  from  a  wide  spectrum  of  vantage  points,  and 
their  views  will  undoubtedly  differ,  but  on  one  point  I  expect  we 
will  agree.  The  current  private  health  insurance  market  is  not 
working.  It  is  a  sick  patient.  The  question  before  us  is  whether  this 
patient  can  be  saved.  If  the  answer  is  yes,  I  hope  we  can  come 
away  from  this  hearing  with  some  practical  suggestions  for  im- 
provement. 
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I  would  like  now  to  recognize  the  Chairman  of  the  Subcommittee 
on  Health  and  the  Environment,  the  gentleman  from  California, 
Mr.  Waxman.  vj^S^ 

Mr.  Waxman.  Thank  you  very  much,  Mr.  Chairman. 

I  would  like  to  thank  you  for  taking  the  initiative  in  organizing 
this  joint  hearing  on  the  insurance  reform  recommendations  of  the 
Pepper  Commission.  I  look  forward  to  working  with  you,  both  as  a 
member  of  this  subcommittee  and  as  Chairman  of  the  Health  and 
Environment  Subcommittee,  to  produce  comprehensive  reform  leg- 
islation that  resolves  the  health  care  crisis  facing  this  country. 

I  was  a  member  of  the  Pepper  Commission,  and  I  support  all  of 
its  recommendations,  including  those  with  respect  to  insurance 
reform.  I  want  to  stress  that  when  the  Commission  put  its  recom- 
mendations together,  it  viewed  them  as  parts  of  a  whole.  The  insur- 
ance reforms  were  seen  as  a  necessary  element  of  a  jobs-based  ap- 
proach to  extending  coverage  to  the  31  to  37  million  uninsured 
Americans.  They  were  not  designed  or  viewed  as  a  stand-alone 
change. 

Last  fall,  the  Subcommittee  on  Health  and  the  Environment  held 
a  hearing  on  the  small  business  health  insurance  market.  It  is 
clear  to  me  that  this  market  is  in  the  process  of  collapsing. 

First,  to  get  coverage,  you  have  to  be  in  a  line  of  business  that  is 
not  blacklisted.  That  seems  to  mean  you  cannot  run  a  restaurant,  a 
carwash,  a  laundry,  a  bowling  alley,  a  lumberyard,  a  pest-control 
service,  a  convenience  store,  a  gas  station,  a  farm,  a  ski  resort,  or 
of  all  things,  a  camp.  Even  if  you  are  not  blacklisted,  you  may  still 
be  denied  coverage  if  any  employees  or  dependents  have  been  seri- 
ously ill  or  are  high-risk,  or  those  individuals  may  be  excluded 
from  your  group  coverage  altogether  or  be  denied  coverage  on  any 
preexisting  conditions. 

Even  if  you  can  find  someone  to  write  coverage  for  you  and  your 
employees,  you  are  likely  to  find  your  premium  rates  skyrocketing 
after  someone  gets  sick  and  begins  submitting  claims. 

The  Pepper  Commission  recognized  that  small  business  cannot 
buy  a  good  health  insurance  plan  at  a  reasonable  price  and  have 
any  confidence  that  the  policy  will  still  be  in  force  when  it  is  actu- 
ally needed. 

The  insurance  reforms  recommended  were,  in  part,  addressed  to 
that  problem,  but  the  Commission  also  recognized  that  insurance 
reforms  in  and  of  themselves  would  not  assure  access  to  basic 
health  care  for  the  31  to  37  million  uninsured.  That  is  why  it  rec- 
ommended building  on  the  existing  employment-based  insurance 
system  and  supplementing  it  with  a  new  public  program. 

Insurance  reforms  are  an  important  element  of  a  comprehensive 
solution,  but  standing  alone,  they  will  not  get  the  job  done. 

I  look  forward,  Mr.  Chairman,  to  hearing  from  the  impressive 
list  of  witnesses  that  you  have  for  us  today  and  to  working  with 
you  to  carry  out  the  legislative  task  of  dealing  with  these  impor- 
tant problems. 

Thank  you. 

Mr.  Walgren.  Thank  you,  Mr.  Waxman. 

We  will  then  recognize  the  ranking  minority  members  of  each 
committee  and  then  members  in  order  of  their  arrival  for  their 
opening  statements. 
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At  this  point,  I  would  recognize  my  colleague  from  Pennsylvania, 
Mr.  Ritter. 

Mr.  Ritter.  Thank  you,  Mr.  Chairman,  and  thank  you  and  Mr. 
Waxman  for  your  leadership  in  calling  this  hearing  on  this  very 
important  issue  to  all  Americans. 

Today,  we  meet  with  our  colleagues  from  the  Subcommittee  on 
Health  and  the  Environment  to  consider  recommendations  of  the 
Pepper  Commission  on  one  of  the  most  intractable  problems  of  our 
time — universal  access  to  health  care  for  all  Americans. 

At  this  hearing,  we  will  focus  on  a  set  of  recommendations  con- 
cerning health  insurance  reform,  generated  by  the  Pepper  Commis- 
sion. Over  the  past  IV2  years,  the  Pepper  Commission  has  had  the 
very  difficult  task  of  finding  solutions  to  two  of  our  most  persistent 
health  care  problems — coverage  of  the  uninsured  and  the  provision 
of  a  universal  long-term-care  benefit  for  our  elderly. 

I  believe  that  all  of  us  in  Congress  must  compliment  the  Chair- 
man, Senator  Rockefeller,  and  the  other  Commissioners,  three  of 
whom — Mary  Rose  Oakar,  Tom  Tauke,  and  Henry  Waxman,  I  be- 
lieve— are  with  us  today. 

Although  there  will  always  be  political  disagreements  concerning 
any  new  directions  in  financing  health  care,  the  Pepper  Commis- 
sion has  laid  out  a  blueprint  which  can  serve  as  a  starting  point  for 
us  in  Congress. 

The  facts  bespeak  the  magnitude  of  our  problem. 

We  in  the  United  States  spend  more  per  capita  on  health  care 
than  any  other  people  in  any  other  nation.  Over  11  percent  of  our 
gross  national  product  is  spent  on  health  care.  That's  a  maximum 
in  the  world,  and  that  amounts  to  some  $550  billion  and  growing 
sharply. 

Yet,  despite  this  fact,  over  31  million  Americans  have  no  health 
insurance;  13  million  of  the  uninsured  are  full-time  employees  and 
their  dependents.  Employment  does  not  guarantee  access  to  health 
care.  We  have  seen  that. 

For  those  who  have  health  insurance,  costs  are  escalating  rapid- 
ly. Over  the  past  decade,  employer-paid  health  care  costs  have  in- 
creased three  times  faster  than  wages.  In  the  same  period  of  time, 
the  number  of  people  without  health  insurance  has  risen,  forcing 
those  unable  to  pay  onto  Medicare  and  Medicaid  rolls. 

The  solutions  are  not  easy  and  will  require  us  to  question  the 
premises  on  which  our  current  system  is  built.  We  may  want  our 
citizens  to  be  guaranteed  universal  access  to  affordable  health  care, 
but  should  all  employers  have  the  responsibility  of  paying  for  the 
health  care  of  all  their  employees? 

Families  should  be  encouraged,  through  tax  incentives,  to  pro- 
vide for  the  health  care  of  family  members.  Government  assistance 
should  be  targeted  to  the  truly  needy  and  provided  in  a  way  that 
encourages  health  maintenance  and  disease  prevention,  while  dis- 
couraging inflationary,  noncompetitive  compensation  for  medical 
services. 

For  those  whose  conditions  make  insurance  inaccessible,  risk 
pools  should  be  formed  with  Government,  perhaps,  acting  as  guar- 
antor to  insurers  of  the  high  risk. 
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We  must  make  optimal  use  of  a  dynamic  private  insurance 
market.  We  must  not  repeat  our  recent  catastrophic  experience 
with  the  catastrophic  bill. 

The  Federal  Government  needs  to  provide  an  appropriate  cli- 
mate for  private  insurance.  There  are  too  many  disincentives  that 
Government  itself  has  provided.  Government  cannot  create  the 
cost-driving  conditions  that  make  insurance  far  more  expensive 
and  then  somehow  say  that  the  insurance  market  is  failing  because 
insurance  is  too  expensive,  and  we  have  done  a  great  deal  of  this, 
both  at  the  Federal  and  the  State  level. 

My  colleagues,  let  us  begin  today  to  design  a  system  that  allows 
all  Americans  to  share  the  benefits  of  a  good  health  care  system 
which  gives  health  care  at  affordable  prices.  We  owe  the  American 
people  no  less. 

Thank  you,  Mr.  Chairman. 

Mr.  Walgren.  Thank  you,  Mr.  Ritter. 

The  Chair  would  next  recognize,  as  we  turn  to  the  order  of  arriv- 
al, a  member  of  both  our  subcommittees,  the  chairman  of  the  full 
committee,  the  gentleman  from  Michigan,  Mr.  Dingell. 

Mr.  Dingell.  Mr.  Chairman,  I  thank  you,  and  I  commend  you  for 
your  vigor  and  energy  in  going  into  this  matter.  It  is  important 
that  Congress  address  this  with  the  necessary  vision,  and  certainly, 
your  hearings  today  are  a  strong  sign  of  that  kind  of  leadership. 

Mr.  Chairman,  on  Tuesday,  the  Nation  sent  a  manned  aircraft 
into  space,  with  a  telescope  that  will  yield  views  of  the  entire  uni- 
verse at  a  quality  and  in  a  fashion  that  has  never  before  been  done. 
This  week,  the  House  will  debate  a  superconducting  supercollider 
that  will  sharpen  the  focus  of  this  Nation's  science  on  the  tiniest 
molecular  particles,  and  together,  we  will  soon  be  underway  in 
mapping  the  human  genome. 

These  are  miraculous,  almost  metaphysical  facts.  Rapidly,  we 
turn  Jules  Verne's  books  from  fiction  into  precise  prediction,  but 
here  on  Earth,  between  quack  and  the  universe,  the  gene  and  the 
galaxy,  we  are  not  doing  so  well,  particularly  when  it  comes  to 
making  primary  health  care  available  to  all  of  our  citizens  at  an 
affordable  cost. 

Appalling  statistics  about  the  uninsured  and  about  infant  mor- 
tality are  so  often  repeated  that  they  come  to  sound  like  litanies  or 
incantations.  Indeed,  these  comments  seem  to  numb  us  to  the  basic 
underlying  human  tragedy  that  exists  here.  One  in  six  Americans 
is  uninsured.  One  in  56  black  babies  is  dying.  The  United  States  is 
falling  more  rapidly  behind  in  terms  of  care  of  the  ill,  length  of 
life,  infant  mortality,  and  other  things.  These  are  related  to  the 
quality  of  medical  care  which  is  available,  but  in  spite  of  these 
facts  still  we  lead  the  world  in  expenditures  in  this  area. 

We  are  not  talking  about  batting  averages.  We  are  talking  about 
human  lives. 

More  than  a  century  ago,  120  years,  exactly,  that  well-known 
creeping  socialist,  Otto  Von  Bismark,  established  a  first  national 
sickness  insurance  program  in  Germany.  Austria,  Hungary, 
France,  Italy,  Sweden,  Denmark,  and  Switzerland  all  followed  very 
quickly.  Britain  has  had  a  program  of  this  kind.  The  Canadians 
have  a  major  program  in  this,  which  they  like  and  they  find  works 
and  delivers  health  care  to  the  people. 
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They  provided  in  these  other  nations  for  the  care  of  the  sick 
when  space  travel  was  simply  a  dream  and  when  organized  medi- 
cine was  incapable  of  treating  the  most  basic  afflictions.  Yet,  now 
that  we  have  conquered  many  of  the  diseases  and  gone  to  the 
Moon,  we  still  have  not  found  a  way  of  organizing  the  medical 
system  so  it  makes  its  bounties  available  to  the  American  citizens. 

This  is  not  a  tragedy;  it  is  a  scandal. 

As  Americans  look  at  European  nations  and  watch  the  new 
round  of  revolutions  which  are  reminiscent  of  the  events  of  1848, 
our  society  appears  peculiarly  stable — stable  in  good  ways  and 
stable  in  bad.  But  our  innovative  health  system  has  actually 
become  encrusted — indeed,  sclerotic  would  be  a  better  term,  for  it 
has  failed  to  provide  our  most  cherished  value;  there  is  no  appar- 
ent equity  in  the  health  care  system.  The  rich  can  get  what  they 
need,  the  poor  might  get  it  at  public  expense,  and  everybody  else  is 
in  a  hell  of  a  way. 

A  final  irony  of  a  world  undergoing  radical  change,  a  bill  moving 
through  the  House  to  make  foreign  aid  available  to  eastern  Euro- 
pean nations  includes  technical  assistance  in  health  planning.  We 
are  prepared  to  help  these  emerging  democracies  plan  rational 
health  care  systems,  but  the  mere  mention  of  such  health  care 
planning  domestically  is  tantamount  to  flag  burning  on  the  steps  of 
the  U.S.  Capitol. 

It  is  important  today  that  we  recognize  the  accomplishments  of 
the  Pepper  Commission.  We  understand  that  they  have  accom- 
plished, in  the  teeth  of  enormous  objection  and  difficulty,  signifi- 
cant advances  in  terms  of  national  policy  recommendations,  and  we 
ought  not  shrink  from  carrying  forward  their  recommendations 
and  doing  the  other  things  that  are  necessary  to  address  these 
problems. 

I  join  you,  Mr.  Chairman,  in  welcoming  Senator  Rockefeller; 
Walt  Maher  of  Chrysler,  who,  interestingly  enough,  represents  a 
corporation  that  understands  the  system  does  not  work  and  that  it 
needs  to  be  redressed;  and  the  other  distinguished  guests  that  will 
be  here  today,  and  I  commend  them  for  their  patience  and  their 
hard  work. 

Regrettably,  the  task  of  the  Pepper  Commission  was  not  new,  nor 
was  its  message.  It  continues  a  half-century  tradition  of  telling 
Americans  that  comprehensive  health  care  requires  tradeoffs  and 
commitments.  Indeed,  we  have  reached  a  stage  where  further  study 
is  probably  counterproductive.  We  are  simply  now  degenerating 
into  a  position  where  we  are  recycling  century-old  debates. 

First,  we  must  decide  if  we  want  to  solve  the  problem.  We  know 
what  it  is.  We  can.  The  question  is  do  we  have  the  will? 

If  we  can  take  pictures  of  the  Milky  Way  and  sonograms  of  grow- 
ing fetuses,  we  can  get  prenatal  care  to  our  poor  and  to  our  preg- 
nant women.  If  we  can  run  high-speed  racecourses  for  subatomic 
particles,  surely  we  can  figure  out  a  way  to  get  medical  care  to  the 
uninsured  children  of  this  Nation. 

Health  insurance  is  created  to  serve  important  societal  needs, 
but  our  view  of  it  has  become  badly  skewed.  We  have  come  to 
accept  the  idea  that  insurance  serves  itself  not  society  and  that  we 
are  bound  by  existing  forms  of  health  insurance  even  where  they 
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have  proved  to  be  calamitous  and  utter  failures.  The  need  for 
reform  of  malpractice  is  a  major  and  screaming  demand. 

Health,  Medigap,  and  long-term-care  insurance  desperately  need 
correction  and  more  adequate  and  fair  availability  to  our  people. 

I  want  everybody  to  know  that  this  committee  has  meant  busi- 
ness on  this  matter  for  a  long  time.  We  continue  to  do  so,  and  espe- 
cially so  when  we  talk  about  insurance  reform,  not  only  in  the  gen- 
eral area  of  health  but  in  many  other  areas. 

The  two  subcommittees  that  convene  today  to  tackle  the  problem 
of  the  insurance  system  are  doing  good  work.  The  Oversight  and 
Investigations  Subcommittee  will  continue  its  examination  of  in- 
surance abuse  and  the  adequacy  of  regulation.  It  is  not  necessary 
to  mention  the  size  of  the  scandals  that  exist  in  that  area.  Next 
week,  we  will  look  specifically  at  long-term  insurance. 

As  the  crises  deepen,  this  Nation  can  only  speculate  about  when 
the  administration  will  awaken  from  its  long  sleep  and  begin  to 
face  its  responsibility  to  lead  the  Nation  in  this  area. 

I  look  forward  to  working  with  you,  with  Chairman  Waxman, 
and  with  our  counterparts  in  the  Senate,  so  that  one  day,  we  can 
have  a  rational  health  insurance  plan,  and  we  can  look  at  the  faces 
of  millions  of  healthy  children  and  healthy  Americans  who  are 
comfortable  in  the  fact  that  they  do  have  health  insurance  which 
will  meet  their  basic  demands  with  regard  to  basic  health  care, 
something  which  is  currently  lacking,  and  that  we  can  have  confi- 
dence that  our  Nation  will  have  not  only  dealt  with  a  major  hu- 
manitarian problem  but  that  it  will  also  have  dealt  with  a  major 
social  and  economic  problem. 

Thank  you,  Mr.  Chairman. 

Mr.  Walgren.  Thank  you,  Mr.  Dingell,  and  we  certainly  want  to 
express  our  appreciation  for  the  support  that  you  have  given  in 
this  area  and  recognize  the  intensity  of  your  commitment  to  it,  and 
we  look  forward  to  trying  to  do  as  much  as  we  can  to  move  this 
problem  along. 

The  Chair  recognizes  the  gentleman  from  Florida,  Mr.  Bilirakis. 
Mr.  Bilirakis.  Thank  you,  Mr.  Chairman. 

First,  Mr.  Chairman,  I  would  note  for  the  committee  that  Mr. 
Tauke  has  a  very  significant  conflict  this  morning  and  cannot  be 
here  and  would  ask  unanimous  consent  that  his  statement  be  made 
part  of  the  record. 

Mr.  Walgren.  Without  objection. 

Mr.  Bilirakis.  Second,  Mr.  Chairman,  I  would  say  that  I,  too,  am 
grateful  that  our  two  subcommittees  are  reviewing  the  recommen- 
dations of  the  Pepper  Commission  today.  Since  I  strongly  believe 
that  no  American  should  be  without  adequate  and  affordable 
health  care,  I  was  pleased  that  a  primary  goal  of  the  Commission 
was  to  recommend  to  Congress  ways  to  provide  sufficient  health 
care  to  all. 

There  are  approximately  32  million  persons  in  our  country  who 
have  no  health  insurance.  Unfortunately,  there  is  no  one  clear  so- 
lution to  this  ever  increasing  problem. 

Presently,  the  United  States  is  combatting  the  problem  of  infant 
mortality.  In  1987,  more  than  38,000  infants  died  in  our  country 
before  reaching  their  first  birthday. 
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This  past  Monday,  Marilyn  Quayle  and  other  witnesses  told  our 
Health  Subcommittee  of  another  tragedy — 43,000  women  died  of 
breast  cancer  last  year. 

In  my  view,  these  crises  are  illustrations  of  persons  dying  unnec- 
essarily, and  that  is  why  the  Health  Subcommittee  Chairman, 
Henry  Waxman,  Ranking  Republican  Ed  Madigan,  and  many 
others,  including  myself,  introduced  the  Breast  and  Cervical 
Cancer  Mortality  Prevention  Act  of  1990.  I  am  also  pleased  that 
the  Health  Subcommittee  is  currently  reviewing  legislation  which 
focuses  on  prenatal  care  and  preventive  screening  for  breast 
cancer.  However,  these  bills  are  only  partial  solutions,  Mr.  Chair- 
man. 

While  I  am  a  strong  advocate  of  many  of  these  legislative  en- 
deavors, they  do  not  solve  the  iprimary  problem  of  providing  ade- 
quate care  for  all  Americans.  ' 

Therefore,  I  have  made  a  request  of  Chairman  Waxman  that  the 
Health  Subcommittee  hold  a  hearing  to  discuss  the  feasibility  of  a 
national  health  care  strategy  for  the  entire  United  States.  I  believe 
it  is  important  for  us  to  study  the  health  systems  of  others,  such  as 
that  of  Canada,  which  has  had  an  apparent  high  level  of  success  in 
providing  health  care  access  to  many  of  its  citizens. 

It  is  my  request  that  hearings  should  take  place.  It  is  imperative, 
imperative  that  the  subcommittee  witnesses  discuss  both  the  ad- 
vantages and  disadvantages  of  the  United  States  developing  a  na- 
tional health  strategy. 

To  repeat  myself,  it  would  be  appropriate  and  imperative  for  the 
subcommittee  to  look  into  other  countries'  national  health  care 
programs,  especially  the  Canadian  program,  which  has  received 
strong  support  from  many  of  my  constituents. 

In  conclusion,  Mr.  Chairman,  I  firmly  believe  that  before  we  un- 
dertake the  recommendations  of  the  Pepper  Commission,  it  would 
be  worthwhile  to  examine  the  national  programs  of  other  industri- 
alized nations.  Perhaps  we  can  learn  a  valuable  lesson  from  our 
neighbors  in  providing  necessary  health  services  so  all  persons  can 
live  life  to  the  fullest.  This  could  be  done  by  furnishing  everyone 
with  access  to  health  care. 

Thank  you,  Mr.  Chairman. 

Mr.  Walgren.  Thank  you,  Mr.  Bilirakis. 

The  gentleman  from  Utah,  Mr.  Nielson. 

Mr.  Nielson.  Thank  you,  Mr.  Chairman. 

I  commend  you  and  Chairman  Waxman  for  holding  this  hearing. 
I  am  a  member  of  both  subcommittees  and  pleased  to  serve  on 
both. 

The  Pepper  Commission  has  recommended  some  very  fine  things 
at  a  $66  billion  pricetag,  but  has  given  us  no  indication  of  where 
that  money  might  come  from. 

It  seems  to  me  like  this  is  going  to  have  to  be  done  by  a  combina- 
tion of  things — the  insurance  industry,  employers,  employees,  and 
also,  the  Government.  It  seems  to  me  like  no  one  sector  can  do  it 
alone. 

The  insurance  industry,  it  seems  to  me,  should  extend  group 
rates  to  smaller  groups  and  make  them  more  available,  especially 
to  the  small  businesses,  who  mainly  constitute  the  areas  where  we 
have  no  insurance. 
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We  had  a  bill  several  years  ago,  an  unemployment  insurance  bill, 
when  the  unemployment  was  caused  by  unfair  trade  practice,  back 
in  1983.  The  idea  was  that  we  should  extend  help  to  those  people. 

It  is  true  that  they  have  more  problems  with  health  when  they 
do  not  have  health  insurance.  It  seems  to  me  that  that  is  when  the 
problem  comes.  The  worry  about  the  lack  of  health  insurance  may, 
in  fact,  increase  the  health  problem. 

There  should  be  some  extenders  to  current  health  programs  to 
allow  you  a  carryover  for  6  months  or  12  months,  or  whatever  is 
appropriate,  between  jobs,  when  people  lose  their  jobs  because  of 
unfair  trade  practices.  The  employer  should  contribute  to  that.  The 
employee  should  contribute  to  that.  It  should  be  an  automatic  ex- 
tender built  into  the  rates,  and  the  insurance  company  should 
make  them  as  competitive  as  possible. 

I  am  concerned  that  businesses  have  to  make  a  greater  effort  to 
facilitate  and  encourage  their  members  to  join.  I  think  many 
people  do  not  get  health  insurance,  even  when  offered,  because 
they  do  not  understand  how  important  it  is  and  how  available  it  is 
and  how  necessary  it  is,  especially  if  they  have  to  change  jobs. 

Businesses  ought  to  be  a  little  more  careful  about  transportabil- 
ity of  health  benefits.  If  you  work  for  a  company  in  the  chemical 
industry  and  you  transfer  to  another  chemical  industry,  it  seems  to 
me  like  there  should  be  some  transportability  in  like  industries. 

Also,  I  think  the  businesses  should  make  more  effort  to  offer 
health  insurance  to  smaller  groups  than  they  do  now. 

The  employee  himself  needs  to  take  some  responsibility,  it  seems 
to  me.  I  do  not  think  he  should  expect  an  employer  to  do  it  all  or 
the  insurance  company  to  do  it  all  or  the  Government  to  do  it  all.  I 
think  he  needs  to  participate,  expect  to  pay  for  the  insurance  out  of 
his  wages,  expect  to  pay  for  an  extender  which  might  help  him  in 
the  event  of  economic  problems  or  a  loss  of  jobs  because  of,  say, 
trade  policies  or  whatever,  and  I  think  we  need  to  be  careful  to  use 
the  Medicaid  system,  or  whatever  health  insurance  we  have,  care- 
fully— not  to  abuse  it. 

Many  people  abuse  the  health  insurance  they  have.  They  use  it 
for  unnecessary  items,  in  many  cases,  and  I  think  they  are  some- 
what wasteful  in  their  use  of  the  health  care  system. 

Finally,  the  Government  needs  to  step  forward  and  produce  and 
fill  in  the  gaps  that  cannot  be  covered  by  the  individuals  and  the 
businesses  and  the  insurance  industry.  I  really  think  we  need  all 
four  to  work  together,  and  perhaps  the  $66  billion  pricetag  of  the 
Pepper  Commission  could  be  brought  way  down  if  we  all  work  to- 
gether, and  I  would  like  to  work  towards  that  end. 

I  thank  the  chairman. 

Mr.  Walgren.  Thank  you,  Mr.  Nielson. 

Next  in  order  is  the  gentleman  from  Kansas,  Mr.  Whittaker. 
Mr.  Whittaker.  Mr.  Chairman,  I  have  no  opening  statement  at 
this  time. 

Mr.  Walgren.  Then,  the  gentleman  from  Georgia,  Dr.  Rowland. 

Mr.  Rowland.  Just  to  express  my  appreciation  to  you  and  Chair- 
man Waxman  for  this  hearing.  I  do  not  have  any  preconceived  idea 
about  how  the  private  health  insurers  fit  in  our  health  care  deliv- 
ery system.  So,  I  am  looking  forward  to  what  the  witnesses  have  to 
say. 
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Thank  you. 

Mr.  Walgren.  Thank  you,  Dr.  Rowland,  and  we  have  been  joined 
by  the  gentleman  from  New  York,  Mr.  Scheuer.  If  he  has  an  open- 
ing statement,  now  would  be  a  good  time  to  give  it. 

Any  opening  statement,  Mr.  Scheuer? 

Mr.  Scheuer.  Yes,  I  do. 

Mr.  Walgren.  The  gentleman  from  New  York  is  recognized. 

Mr.  Scheuer.  Mr.  Chairman,  I  am  not  going  to  make  a  long 
statement,  but  the  problems  of  health  care  have  been  of  concern  to 
all  of  us.  I  would  like  to  put  my  statement  in  the  record,  and  in- 
stead of  my  statement,  I  would  like  to  put  an  op  ed  piece  from  the 
Washington  Post  that  I  wrote  on  March  25th  on  the  subject  of  the 
Pepper  plan  and  what  we  ought  to  be  doing  about  it. 

So,  I  would  ask  unanimous  consent  to  put  my  statement  in  the 
record. 

Mr.  Walgren.  Without  objection. 

Mr.  Scheuer.  In  the  meantime,  Mr.  Chairman,  there  are  a 
couple  of  fundamentals  that  we  have  to  think  about. 

First  is  that  we  have  the  finest  doctors,  the  finest  hospitals,  the 
finest  nurses  in  the  world.  The  best  of  our  medical  system  is  the 
envy  of  the  civilized  world. 

It  is  time  to  effect  a  more  rational  reorganization  of  our  health 
care  services.  We  want  to  make  sure  we  do  not  allow  the  baby  to 
sink  with  the  bath  water,  but  the  system  is  flawed. 

We  have  over  30  million  Americans  who  do  not  have  any  access 
to  the  system.  We  have  100  million  Americans  who  are  either  unin- 
sured or  vastly  underinsured.  We  have  a  system  where  5  percent  of 
our  people  account  for  50  percent  of  health  care  spending. 

We  have  a  system  where  we  spend  about  IIV2  percent  of  GNP  on 
health  care,  which  is  50  percent  more  than  the  average  for  the  in- 
dustrialized world — twice  as  much  as  Japan.  Almost  all  of  those 
countries  have  substantially  better  health  outcomes  than  we  do. 
We  are  20th  in  infant  mortality,  for  example. 

It  is  shocking  how  inadequate  our  health  care  organization  is. 
With  the  best  doctors  in  the  world,  we  are  still  denying  health 
care.  We  are  denying  long-term  health  care  to  our  senior  citizens. 
We  are  denying  catastrophic  for  everybody. 

As  I  said  a  minute  ago,  we  are  excluding  over  30  million  people 
from  our  health  care  system,  but  in  the  next  breath,  we  want  to 
take  care  of  you  in  the  emergency  rooms  of  our  hospitals.  That  is  a 
tremendous  expense  for  all  kinds  of  high-tech,  sophisticated,  life- 
saving  health  care  that  are  designed  for  trauma,  shock,  heart, 
people  who  have  suffered  grievous  injury  and  need  the  best  that 
our  health  care  system  has.  We  clutter  up  that  facility  with  moth- 
ers with  kids  who  have  colic  and  colds  and  sore  throats  and  whoop- 
ing cough  and  so  forth.  It  is  an  aberrational  system,  and  we  ought 
to  do  something  about  it. 

One  important  thing  that  we  should  think  about  is  rationalizing 
paperwork  and  management  and  rationalizing  the  use  of  various 
procedures. 

I  held  a  series  of  9  days  of  hearings  last  year,  as  Chairman  of  the 
Joint  Economic  Committee,  Subcommittee  on  Health  and  Educa- 
tion. I  held  9  days  of  hearings  on  what  we  ought  to  be  doing  to  ra- 
tionalize our  health  care  system  as  a  system. 
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Joe  Califano,  the  former  Secretary  of  HEW — now  HHS — testified 
that  he  thought  that  25  percent  of  everything  that  we  spend  on 
health  care  is  wasted.  We  are  spending  over  $600  billion  a  year 
now. 

I  might  say  that  in  1950  we  spent  $1  billion  a  month  on  health 
care,  and  now,  we  spend  $1  billion — close  to  $2  billion  a  day  on 
health  care.  That  has  got  to  tell  you  something.  It  tells  you  a  lot  of 
things,  as  a  matter  of  fact. 

So,  Joe  Califano  says  we  are  wasting  a  quarter  of  ever)rthing  we 
spend  on  health  care,  and  a  large  part  of  that  is  because  we  do  not 
have  any  standards.  We  do  not  have  any  significant  guidelines  for 
all  kinds  of  health  care  happenings — tests,  x-rays,  operations, 
drugs,  and  the  like. 

We  have  four  times  the  hysterectomies  that  they  have  in  Eng- 
land, with  absolutely  no  evidence  that  health  outcomes  for  women 
are  any  superior  to  the  health  of  English  women. 

There  are  wide  discrepancies  in  this  country,  region  to  region,  on 
operations  such  as  heart  transplants,  hysterectomies,  et  cetera,  et 
cetera,  et  cetera  that  cannot  be  justified  on  any  rational  criteria. 

A  professor  of  economics — a  distinguished  professor  of  economics, 
of  health  economics,  at  Princeton  University,  Uve  Rinehart,  testi- 
fied that  we  have  a  20-percent  tax  imposed  on  everything  that  hap- 
pens in  the  health  care  industry  for  unnecessary  paperwork,  for 
paper  shuffling,  which  all  ought  to  be  done  in  a  computer.  We 
cannot  compare  the  cost-effectiveness  of  hospitals,  because  they  are 
all  on  different  accounting  systems. 

What  we  have  to  do  is  look  at  the  way  we  organize  health  care, 
Mr.  Chairman,  and  how  we  deliver  it.  What  we  have  got  to  deliver 
is  the  best  in  the  world,  and  we  should  be  very  proud  of  that.  We 
should  not  do  anything  that  would  undermine  the  integrity  of  the 
marvelous  health  care  professionals — doctors,  nurses,  hospitals, 
and  the  like — but  the  way  we  organize  health  care  delivery,  the 
way  we  pay  for  it  is  severely  flawed,  and  that  is  what  we  ought  to 
be  looking  at  as  many  of  those  things  are  dealt  with  in  the  Pepper 
Commission,  and  we  ought  to  follow  that  route. 

It  is  going  to  take  a  lot  of  scrutiny.  It  is  going  to  take  a  lot  of 
give  and  take,  and  we  have  to  understand  that  we  are  all  part  of 
the  system,  and  that  no  man,  no  doctor,  no  hospital  is  an  island 
unto  itself  and  that  there  has  to  be  rationalization,  and  we  have 
got  to  do  away  with  the  idea  of  any  of  us  would  keep  intact  our 
independent  fiefdom,  apart  from  scrutiny,  apart  from  oversight, 
apart  from  accountability  to  the  system  as  a  whole. 

Thank  you,  Mr.  Chairman. 

Mr.  Walgren.  Thank  you,  Mr.  Scheuer. 

[The  prepared  statements  of  Mssrs.  Scheuer,  Bruce  and  Tauke 
follow:] 

Statement  of  Hon.  James  H.  Scheuer 

This  month,  almost  2  years  after  it  was  mandated  by  Congress,  the  Bipartisan 
"Pepper  Commission  on  Comprehensive  Health  Care  chaired  by  Sen.  Jay  Rockefel- 
ler (D-W.  Va.),  released  its  report — with  a  resounding  thud. 

"It  is  a  non-starter,"  said  one  panel  member.  "It  is  legislatively  dead." 

The  reason  for  the  cool  reception  of  this  bold  and  courageous  report  was  its  esti- 
mate of  a  daunting  $66.2  billion  annual  price  tag  for  universal  health  coverage  and 
long-term  care  for  the  elderly — without  any  concrete  recommendations  on  how  to 
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pay  for  it.  Critics  have  accused  the  administration  of  kilHng  the  plan,  by  vetoing 
any  suggestion  that  taxes  be  increased  to  foot  the  bill. 

But  we  should  address  one  simple  reality:  we  can  fully  fund  all  of  its  proposals 
without  raising  a  penny  of  new  taxes.  How?  By  squeezing  the  waste  and  fat  out  of 
America's  chaotic  health  care  system,  which  would  free  more  than  enough  funds  to 
pay  for  the  Pepper  plan. 

In  the  last  Congress,  I  chaired  9  days  of  hearings  in  the  Joint  Economic  Commit- 
tee on  how  to  get  a  handle  on  our  escalating  health  care  costs.  Witnesses  testified 
that  one-fifth  to  one-quarter  of  all  U.S.  health  care  spending  is  wasted — on  excessive 
paperwork,  duplicative  services  and  unwarranted  procedures,  including  unnecessary 
operations,  prescription  drugs.  X-rays  and  other  tests. 

According  to  Joseph  Califano,  former  Secretary  of  Health,  Education  and  Welfare, 
"about  25  percent  of  that  $550  billion  we  spent  in  1988  on  health  care  is  wasted." 
This  year's  health  bill  will  be  more  than  $600  billion,  meaning  we  will  waste  about 
$150  billion,  or  more  than  twice  the  amount  necessary  to  fund  the  Pepper  program 
fully. 

Immediate  steps  can  and  should  be  taken  to  eliminate  this  waste: 

Institute  Standards  of  Care — Americans  undergo  coronary  bj^pass  surgery  four 
times  as  often  as  Western  Europeans,  despite  the  fact  that  in  most  cases  there  is  no 
increase  in  life  expectancy  beyond  what  could  be  achieved  less  expensively  by  alter- 
native procedures.  The  price  tag  for  this  one  set  of  unnecessary  surgeries,  at  $25,000 
an  operation,  exceeds  $5  billion  annually.  To  eliminate  such  procedures,  doctors 
need  rational  treatment  guidelines  based  on  "outcomes  research."  A  doctor  should 
not  perform  a  procedure,  and  an  insurance  company  should  not  pay  for  it,  unless 
guidelines  based  on  scientific  studies  suggest  it  will  be  beneficial. 

Rationalize  Malpractice — Skyrocketing  malpractice  rates  have  increased  the  cost 
of  health  care.  Physicians  pass  the  costs  of  insurance  to  their  patients.  From  1983  to 
1985,  malpractice  premiums  nearly  doubled,  from  $2.5  billion  to  $4.7  billion. 

Fear  of  lawsuits  has  spurred  physicians  to  engage  in  "defensive  medicine."  They 
prescribe  numerous  tests  and  procedures  simply  to  reduce  their  risk  of  being  found 
negligent  in  a  court  of  law.  In  a  recent  American  Medical  Association  poll,  70  per- 
cent of  physicians  admitted  to  practicing  defensive  medicine,  estimated  to  add  $10.6 
billion  to  annual  medical  costs. 

Modifying  our  malpractice  systems,  perhaps  requiring  unanimous  jury  verdicts  or 
establishing  a  standardized  formula  for  court  awards,  could  reduce  these  costs  sig- 
nificantly. Alternately,  we  could  abandon  our  entire  method  of  malpractice  adjudi- 
cation in  favor  of  a  system  of  administrative  boards,  utilizing  mediation  and  arbitra- 
tion to  reach  out-of-court  settlements  or  incorporating  a  "no-fault"  insurance  philos- 
ophy. 

Standardize  Costs  and  Procedures — Americans  pay  an  average  20  percent  sur- 
charge on  medical  care  totaling  tens  of  billions  of  dollars,  just  to  handle  paperwork, 
according  to  Prof.  Uwe  Reinhardt,  a  Princeton  health  economist.  As  a  first  step  to 
standardizing  health-service  costs  and  payment  procedures,  the  Federal  Government 
should  institute  a  truly  uniform  "fee  schedule"  for  Medicare,  which  would  set  an 
example  for  private  insurers. 

The  United  States  spends  an  enormous  12  percent  of  GNP  on  health  care — more 
than  any  of  the  other  industrialized  nations  in  the  Organization  for  Economic  Coop- 
eration and  Development.  Yet,  we  are  eighth  in  life  expectancy,  and  a  disgraceful 
20th  in  infant  mortality. 

Our  system  is  the  envy  of  the  world  for  America's  affluent,  who  can  afford  our 
top  doctors  and  hospitals.  But  our  poor,  elderly  and  working  men  and  women  with- 
out insurance  either  forgo  medical  treatment  or  wind  up  clogging  hospital  emergen- 
cy rooms  for  treatment  of  routine  maladies,  at  extraordinary  expense  to  society. 

The  Pepper  Commission  plan  would  go  a  long  way  toward  rectifying  this  situation 
by  providing  cradle-to-grave  health  care  for  every  needy  American.  Before  we  dis- 
card the  plan  as  a  "non-starter,"  we  should  take  a  hard  look  at  creative  ways  to 
fund  it — without  raising  taxes — by  using  money  now  being  wasted. 


Statement  of  Hon.  Terry  L.  Bruce 

Thank  you  Mr.  Chairman.  Robert  Hunter,  the  former  Federal  Insurance  Adminis- 
trator said,  "Our  health  insurance  system  looks  a  little  bit  like  the  California  Free- 
way after  the  earthquake.  A  major  portion  of  the  bridge — the  uninsured — has  col- 
lapsed." 
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Today  an  estimated  37  million  Americans  are  uninsured.  In  the  past  10  years,  the 
number  has  increased  at  a  rate  of  1  million  per  year.  In  my  own  State  of  Illinois, 
almost  2  million  have  no  form  of  health  insurance. 

A  significant  portion  of  the  uninsured  population  is  small  business  employees. 
While  many  larger  businesses  can  insure  employees,  small  businesses  face  high  ad- 
ministrative costs  in  the  insuring  process. 

Insurance  companies  consider  small  businesses  a  bad  risk.  If  a  company  has  10 
employees  and  one  of  the  employees  has  an  operation,  the  insurance  rates  will  auto- 
matically increase,  sometimes  as  much  as  130  percent. 

In  addition,  the  uninsured  population  includes  children,  people  with  pre-existing 
conditions  and  employees  in  high  risk  jobs.  These  people  need  health  insurance  the 
most,  but  because  of  underwriting  practices  in  the  past  20  years  and  the  elimination 
of  community  rating  among  private  insurance  companies,  only  healthy  employees 
working  for  larger  companies  have  access  to  insurance  at  affordable  costs. 

Congress  has  made  access  to  health  care  a  top  priority  for  the  1990's.  Some  sug- 
gest that  the  answer  is  a  national  health  insurance  program.  Others  say  current 
health  care  practices  should  be  changed  and  the  insurance  industry  reformed. 

The  Pepper  Commission  has  tried  to  address  the  problems  of  access  to  health  care 
by  recommending  major  insurance  reforms,  including  eliminating  pre-existing  con- 
ditions clauses,  offering  managed  care  plans  to  smaller  organizations  and  changing 
the  rating  system. 

I  look  forward  to  today's  hearing  on  the  Pepper  Commission's  recommendations.  I 
would  like  to  thank  the  witnesses  for  coming  and  welcome  their  testimonies. 


Statement  of  Hon.  Thomas  J.  Tauke 

Mr.  Chairman,  I  commend  you  for  convening  this  hearing  on  the  recommenda- 
tions of  the  Pepper  Commission  and  their  implications  for  the  private  health  insur- 
ance market.  It  is  an  honor  to  serve  on  the  Pepper  Commission  with  you,  Congress- 
man Waxman,  and  with  our  first  two  witnesses  this  morning,  our  Chairman,  Sena- 
tor Rockefeller  and  fellow  Commissioner  Congresswoman  Oakar.  While  we  may 
have  disagreed  about  the  fundamental  approach  which  would  best  achieve  universal 
access  to  health  care,  we  were  united  in  the  belief  that  access  to  health  care  is  a 
fundamental  right  and  in  our  commitment  to  realizing  this  right  for  all  of  our  citi- 
zens. 

No  American  should  go  without  care  because  he  or  she  is  too  poor  to  obtain  care 
or  coverage  for  health  care. 

I  believe  that  this  goal  can  best  be  achieved  in  partnership  with  the  private  sector 
by  empowering  individuals  to  make  informed  health  insurance  choices,  with  provid- 
ers and  insurers  competing  for  plan  participants  on  the  basis  of  their  ability  to  offer 
affordable,  high-quality  coverage.  I  would  provide  individuals  with  refundable  tax 
credits  or  make  direct  Federal  contributions  on  their  behalf  for  the  purchase  quali- 
fied, basic,  private  health  care  coverage. 

Although  the  Commission  did  not  reach  consensus  on  the  basic  approach  which 
should  be  taken  to  ensure  access  to  health  care  coverage,  we  did  reach  consensus  on 
the  need  for  fundamental  reforms  in  health  insurance  industry  practices  if  a  public- 
private  sector  partnership  was  to  be  effective  in  meeting  the  health  care  needs  of 
the  American  people.  We  envisioned  reforms  which  would  change  the  role  of  insur- 
ers from  one  of  being  primarily  risk  managers  and  bill  processors  to  one  of  being 
effective  and  efficient  managers  of  the  delivery  of  health  care  services. 

In  meetings  I  have  held  with  representatives  of  major  private  health  insurers,  I 
have  been  encouraged  to  find  growing  interest  in  this  change  in  roles.  Recently,  for 
example,  the  Health  Insurance  Association  of  America  came  forth  with  a  package  of 
insurance  reform  proposals  which  would  enable  them  to  move  more  fully  into  this 
role  of  managing  health  care  services  delivery. 

The  issues  surrounding  these  reforms  are  complex,  and  proposals  for  reform  must 
be  very  carefully  evaluated  for  their  implications.  Today's  hearing,  with  its  distin- 
guished panels  of  witnesses,  will  initiate  this  most  necessary  dialogue  on  how  best  to 
structure  a  public-private  sector  partnership  for  universal  access  to  high-quality,  af- 
fordable health  care  coverage  for  all  of  our  citizens. 

Mr.  Walgren.  All  right.  Let  me  call  the  first  panel,  and  then 
suggest,  briefly,  some  ground  rules  for  us. 

Robert  Creamer,  the  executive  director  of  the  Illinois  Public 
Action  organization;  John  Howley,  senior  policy  analyst  for  the 
Service  Employees  International  Union;  Fred  Krebs,  manager  of 


14 


the  Business-Government  Policy  Department  with  the  United 
States  Chamber  of  Commerce;  and  Walter  Maher,  director  of  Fed- 
eral Relations  with  Chrysler  Motors. 

If  you  folks  would  come  forward,  we  want  to  say  to  all  the  wit- 
nesses that  we  appreciate  you  as  a  resource  to  us.  As  you  can  tell 
from  the  opening  statements  of  members,  there  is  a  great  deal  of 
interest  and  hope  on  our  part  that  we  might  be  able  to  make  a  con- 
tribution towards  improving  health  in  our  country,  and  we  view 
you  as  people  with  very  direct  experience  that  we  can  learn  from 
and  that  have  important  views  to  be  taken  into  account. 

Logistically,  we  have  got  a  problem  keeping  this  hearing  on 
track,  and  we  on  this  side  will  do  our  best  to  limit  ourselves  in 
time  and  discipline,  and  I  would  like  to,  as  all  the  witnesses  were 
asked  in  the  invitation,  to  shoot  for  5  minutes. 

My  instinct  is  that  5  minutes  may  be  cutting  you  really  quite 
short,  and  I  would  like  to  offer  you  7  minutes,  but  I  do  not  think 
we  have  more  than  7  minutes. 

So,  know  that  your  written  statements  will  be  made  a  part  of  the 
record  and  reproduced  for  those  who  work  with  these  documents, 
regardless  of  whether  or  not  you  get  to  say  that  in  your  presenta- 
tion. We  have  got  these  red  lights  here,  and  we  will  go  and  we  will 
turn  the  red  light  on  at  5  minutes,  and  then  know  that  you  have 
got  a  couple  more  minutes,  7  at  the  outside,  at  which  point  I  really 
think  I  would  have  to  just  say  that  we  will  put  the  rest  of  the  state- 
ment in  the  record,  but  you  have  given  a  lot  to  prepare  these  state- 
ments and  to  come  here.  Certainly,  we  have  the  time  to  let  you 
make  a  good  presentation,  and  so,  let  us  shoot  for  that. 

We  will,  at  some  point,  be  joined  by  Senator  Rockefeller  and  Con- 
gresswoman  Oakar.  We  do  not  know  exactly  what  time  that  will 
be,  but  we  will  work  them  in  according  to  their  time  schedules,  as 
they  come. 

So,  with  that,  let  us  go  through  the  whole  panel,  as  I  have  intro- 
duced you  to  the  record.  Your  written  statements,  as  I  say,  will  be 
made  part  of  the  record.  You  can  feel  free  to  focus  on  points  in 
there  that  you  would  like  to  underscore  in  the  oral  transcripts  that 
are  reproduced  separately  than  the  written  transcripts,  so  that 
those  points  might  stand  out  in  starker  relief  for  those  who  work 
with  these  documents. 

So,  feel  free  to  summarize  or  focus  on  points  in  any  way  that  you 
feel  would  be  most  effective. 

So,  let  us  start,  then,  with  Mr.  Creamer. 

STATEMENTS  OF  ROBERT  B.  CREAMER,  EXECUTIVE  DIRECTOR, 
ILLINOIS  PUBLIC  ACTION;  JOHN  HOWLEY,  SENIOR  POLICY  AN- 
ALYST, SERVICE  EMPLOYEES  INTERNATIONAL  UNION;  FRED- 
ERICK J.  KREBS,  MANAGER,  BUSINESS-GOVERNMENT  POLICY 
DEPARTMENT,  U.S.  CHAMBER  OF  COMMERCE;  WALTER  B. 
MAHER,  DIRECTOR,  FEDERAL  RELATIONS,  HUMAN  RESOURCES 
OFFICE,  CHRYSLER  CORP. 

Mr.  Creamer.  Mr.  Chairman,  members  of  the  committee,  thank 
you  very  much  for  having  me  this  morning. 

I  am  Robert  Creamer,  executive  director  of  Illinois  Public  Action, 
Illinois'  largest  public-interest  organization,  and  I  am  appearing 
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today  both  on  behalf  of  Public  Action  and  our  national  federation, 
Citizen  Action,  which  has  some  2  million  members  nationwide. 

At  the  request  of  the  subcommittee,  I  want  to  address  two  specif- 
ic questions  being  considered  by  this  hearing — how  the  private 
health  insurance  has  failed  to  fulfill  its  role  in  meeting  society's 
need  to  expand  access  to  health  care  and  what  we  believe  the  role 
of  the  private  insurers  to  be  and  should  play  in  the  health  care 
system  of  the  future. 

It  is  our  position  that  not  only  has  the  private  health  insurance 
industry  failed  to  help  expand  access  to  health  care  but  that  the 
industry  itself  is  a  principle  reason  for  declining  access  to  care. 

As  a  small  group  employer  that  provides  health  benefits  pur- 
chased from  the  private  industry  myself,  I  have  had  firsthand 
recent  experience.  In  recent  months,  I  have  spent  considerable 
time  shopping  among  carriers,  after  my  previous  company  sought 
to  raise  my  premium  cost  by  more  than  30  percent. 

What  I  found  was  that  there  were  several  carriers  who  could  pro- 
vide competitively-priced  packages,  providing  that  I  excluded  all 
employees  who  had  previous  medical  conditions  themselves  or  with 
their  families.  In  other  words,  as  long  as  no  one  needed  health 
care,  we  could  get  affordable  insurance  to  cover  it. 

Eventually,  I  had  to  settle  on  a  new  policy  that  involved  both 
higher  deductibles  for  my  employees  and  higher  premium  cost  to 
our  organizations,  and  I  have  little  assurance  that  next  year  I  will 
not  face  a  similar  situation,  and  our  situation  is  no  different  than 
that  routinely  faced  by  other  small  employers  and,  increasingly,  by 
large  group  employers,  as  well. 

Recent  articles  in  both  Business  Insurance  and  the  Wall  Street 
Investment  Service  Valueline  are  predicting  premium  hikes  for 
small  group  employers  of  from  35  to  45  percent  per  year  and  in  the 
25-percent  range  for  large  groups  over  the  next  several  years. 

In  fact,  soaring  private  insurance  premiums  constituted  one  of 
the  leading  causes  of  health  care  inflation  in  the  past  decade.  Ac- 
cording to  the  U.S.  Department  of  Commerce's  survey  of  current 
business,  the  amount  of  total  health  bills  spent  on  private  insur- 
ance overhead — now,  that  is  premiums  less  the  benefits  paid  out 
for  actual  medical  care — quadrupled  between  1980  and  1989,  rising 
not  only  much  faster  than  average  inflation  by  90  percent  faster 
than  all  other  medical  costs.  So,  the  talk  of  private  insurers  that 
they  are  being  squeezed  by  the  actual  cost  of  medical  delivery  is 
just  downright  wrong. 

As  a  result,  the  portion  of  the  health  care  dollar  going  to  insur- 
ance overhead — not  for  health  services — increased  by  50  percent 
over  that  period. 

Such  increases  have  been  very  good  for  the  private  carriers.  As 
Valueline  has  noted,  ''We  look  for  strong  earnings  gains  for  most  of 
the  group-health  participants  over  the  next  3  to  5  years." 

It  is  not  surprising  that  the  business  community  and  its  trade  or- 
ganizations have  responded  to  this  pressure  by  attempting  to  cut 
costs  or  eliminating  State  mandated  coverage,  such  as  pregnancies 
and  mental  health,  but  these  data  also  demonstrate  the  folly  of  this 
approach. 

Eliminating  State  mandates  will  not  increase  access  to  care.  The 
projected  cost  savings  of  eliminating  these  mandates  in  my  State, 


16 


Illinois,  are  in  the  range  of  20  to  25  percent.  With  expected  premi- 
um increases  of  25  to  45  percent  annually,  such  savings  would  be 
wiped  out  in  less  than  a  year. 

In  short,  reducing  State  mandated  benefits  would  simply  redis- 
tribute to  employees  current  costs,  while  doing  nothing  to  control 
future  health  care  expenditures  or  costs  or  private  insurance  pre- 
mium hikes. 

This  leads  to  the  second  question  posed  by  the  subcommittee; 
what  the  future  role  of  the  private  health  insurance  industry 
should  be  in  meeting  health  needs. 

It  is  our  position  that  the  best  role  for  the  private  industry  is  to 
eliminate  its  primary  function  as  a  provider  of  health  coverage;  re- 
place it  with  a  Canadian-style,  single-payer  public  insurance 
system.  In  other  words,  we  believe  that  the  only  course  of  treat- 
ment for  the  malaise  of  the  private  health  insurance  system  is  eu- 
thanasia. 

The  experience  in  Canada  speaks  for  itself.  Since  the  national 
adoption  of  its  universal  health  insurance  program,  health  costs  in 
Canada  have  risen  only  at  one-third  the  rate  they  have  in  the 
United  States,  and  as  a  percentage  of  gross  national  product,  Cana- 
dians pay  28  percent  less  than  we  do.  On  a  per  capita  basis,  that 
results  in  a  savings  of  one-third  per  person,  $1,483  in  Canada  com- 
pared to  $2,051  in  the  United  States,  and  everyone  is  covered  for 
all  major  health  expenditures. 

Now,  one  of  the  reasons  for  Canada's  success  is  simple.  A  single 
payer  eliminates  the  vast  army  of  paper-pushers  now  employed  by 
the  U.S.  health  system — the  claims  reviewers  and  processors,  the 
billing  clerks,  the  collection  agencies,  the  advertising  operations, 
and  the  marketing  consultants.  As  a  consequence,  Canadians  pay 
half  the  amount  of  their  health  care  dollar  that  we  do  for  adminis- 
tration, and  the  Canadian  system  allows  the  public  insurer  to  nego- 
tiate a  reasonable  fee  in  hospital  budgets  with  providers,  while  pro- 
viding personal  choice  to  the  consumer.  It  allows  a  rational  system 
of  allocation  and  rationing  of  costs. 

If  Congress  wants  to  meet  the  noble  goals  of  the  Pepper  Commis- 
sion, we  believe  it  must  move  far  beyond  the  recommendations  that 
are  premised  upon  a  central  role  for  the  private  insurance  industry 
and  that,  in  fact,  any  attempt  to  make  changes  in  this  system  pre- 
mised upon  a  private  insurance  market  will  fail.  We  must  create  a 
system  that  curbs  rising  cost,  because  the  only  way  to  significantly 
increase  access  over  the  long  run  is  to  control  health  care  costs. 

In  our  judgment,  it  is  not  a  mystery  how  to  solve  the  health  care 
problem.  All  of  our  industrial  nation  competitors  have  found  a 
better  way  to  do  it  than  we  do  and  at  much  less  cost. 

Every  industrial  nation,  besides  ourselves  and  South  Africa,  has 
a  national  health  care  systems  and  shows  that  only  a  system  uti- 
lizes a  single  nonprofit  public  insurance  plan  is  capable  of  increas- 
ing access  to  care,  improving  the  quality  of  care,  and  significantly 
controlling  costs  in  the  future. 

Thank  you  very  much,  Mr.  Chairman. 

[Testimony  resumes  on  p.  46.] 

[Attachments  to  the  prepared  statement  of  Mr.  Creamer  follow:] 
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Health  Insurance  Con^ziy  Overhead  Cost  Increases 

In  the  1980s,   the  cost  of  medical  care  increased  signifi- 
cantly.    Today  consumers  face  significant  health  insurance 
premium  increases  for  less  coverage.     This  report  examines  the 
major  components  which  make  up  total  medical  care  costs  — 
hospital  services,  medicines,  physician  services,  dental 
services  and  health  insurance  overhead  using  data  published  by 
the  U.S.  Department  of  Commerce's  Bureau  of  Economic  Analysis. 

This  report  finds  that  while  each  of  the  components  regis- 
tered significant  increases,  health  insurance  company  overhead 
costs  by  far  increased  the  most.     Over  the  nine  year  period 
studied  health  insurance  company  overhead  costs  increased  at 
almost  double  the  rate  of  increase  of  all  other  medical  care 
costs.     For  the  purpose  of  this  analysis  insurance  company 
overhead  costs  are  defined  as  premiums  less  benefits  paid. 

Over  the  last  nine  years  health  insurance  company  overhead 
costs  increased  90.5%  faster  than  all  other  medical  care  costs. 

Over  the  period  1980  through  1989: 

Health  Insurance  Company  Overhead  Costs 
increased  310. 1%| 

Total  Medical  Care  Costs  (less  Health  Insurance  Conqpany 
Overhead  Costs)   increased  162.8%; 


Hospital  Service  Costs  increased  146.5%; 


Plysicians'  Services  increased  181.9%; 


Medicines  euid  Appliances  increased  105.1; 


Dental  Service  Costs  increased  115.3; 
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221  E  Slate  St. 
Rocktord.  61104 
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flock  Island.  61201 
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Health  Insurance  Industry  Profits 

The  health  insurance  industry  today  is  profiting  from  rising 
medical  care  costs  by  boosting  their  premiums  at  rates  higher 
than  medical  care  inflation.    At  the  same  time  the  industry  is 
reducing  coverage  by  increasing  deductables  and  reducing 
insurance  coverage. 


As  reported  in  Business  Insurance,  March  26,  1990: 

...    (health  insurance)  premium  increases  for  small-case 
indemnity  accounts  are  rising  by  30%  to  35%. 
Medium-sized  and  larger  accounts  are  experiencing 
premiiim  increases  of  around  25%,.. 

Group  health  insurers,  which  generally  reported  vastly 
improved  results  (profits)   in  1989,  are  looking  forward 
to  another  solid  year  in  1990. 


According  to  Valueline  Investment  Survey,   December  15,   19  89; 

We  look  for  strong  earnings  gains  from  most  of  the 
group  health  participants  over  the  next  three  to  five 
years.     Thats  because  annual  rate  increases  (estimated 
at  15%  -  25%  for  large  cases  and  35%  -  45%  for  small 
cases)  are  still  running  well  in  excess  of  the  trend 
factor  -  the  annual  growth  rate  of  medical  claims  costs 
per  risk  -  despite  increases  in  health  care  facility 
usage  and  higher  costs  for  technologically  advanced 
medical  treatments.    Moreover,  underwriting  standards 
have  been  tightened  considerably.     Indeed,  many  of  the 
group  health  carriers  have  modified  their  policies,  and 
increased  out-of-pocket  provisions.    And  these  claims 
cost  reductions  are  likely  to  show  up'on  the  bottom 
line,  too. 


According  to  the  U.S  Chamber  of  Commerce  medical  and 
hospital  health  benefits  cost  employers  $1,877  per  employee  in 
1988,  up  19%  from  1987.   (Employee  Benefits;  1989  Edition.  U.S. 
Chamber  of  Commerce) 
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Health  Insurance  Company  Overhead  Costs  Increases 
(in  billions) 


Health 
Insxirance 
Overhead  Costs 


Percentage 
Change 
1980 


1980 

$  6.9 

1981 

$  7.6 

10.1% 

1982 

$  8.8 

27.5% 

1983 

$  11.0 

59.4% 

1984 

$  15.2 

120.3% 

1985 

$  17.7 

156.5% 

1986 

$  18.5 

168.1% 

1987 

$  20.6 

198.6% 

1988 

$  24.3 

252.2% 

1989 

$  28.3 

310.1% 

Source : 

U.S.  Department  of  Conunerce, 

Bureau  of 

Economic  Analysis, 

Survey  of 

Current  Business, 

various  issues. 


Total  Medical  Care  Cost  Increases 
(less  health  insurance  overhead) 
(in  billions) 


Percentage 


Medical 

Change 

Care  Costs 

From  1980 

1980 

$178.8 

1981 

$209.7 

17.3% 

1982 

$233.9 

30.8% 

1983 

$255.5 

42.9% 

1984 

$280.9 

57.1% 

1985 

$307.5  - 

72.0% 

1986 

$336.6 

88.3% 

1987 

$376.1 

110.3% 

1988 

$416.1 

132.7% 

1989 

$469.8 

162.8% 

Source: 

U.S.  Department  of 

Commerce, 

Bureau  of  Economic  Analysis, 
Survey  of  Current  Business, 
various  issues. 
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Hospital  Service  Cost  Increases 
(in  billions) 


Hospital 
Service  Costs 

1980 

$  82.0 

1981 

$  96.8 

1982 

$110.3 

1983 

$119.6 

1984 

$130.6 

1985 

$140.2 

1986 

$152.4 

1987 

$166.3 

1988 

$182.3 

1989 

$202.1 

Percentage 
Change 
From  1980 

18.0% 
34.5% 
45.9% 
59.3% 

71.0% 
85.9% 
102.8% 
122.3% 
146.5% 


Source:     U.S.  Department  of  Commerce, 
Bureau  of  Economic  Analysis, 
Survey  of  Current  Business, 
various  issues. 


Physician  Service  Cost  Increases 
(in  billions) 


1980 
1981 
1982 
1983 
1984 


Physician 
Service  Costs 
$  42.0 
$  49.0 
$  54.4 
$  61.1 
$  67.1 


Percentage 
Change 
From  1980 

16.7% 
29.5% 
45.5% 
59.8% 


1985 
1986 
1987 
1988 
1989 


$  73.5 
$  80.6 
$  93.8 
$105.0 
$118.4 


75.0% 
91.9% 
123.3% 
150.0% 
181.9% 


Source:    U.S.  Department  of  Commerce, 
Bureau  of  Economic  Analysis, 
Survey  of  Current  Business, 
various  issues. 
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Medicine  &  Appliance  Cost 

Increases 

(in  billions) 

Medicine 

Percentage 

&  Appliance 

Change 

Costs 

From  1980 

1980 

$  23.5 



1981 

$  25.8 

9.8% 

1982 

$  27.6 

17.4% 

1983 

$  30.3 

28.9% 

1984 

$  33.0 

40.4% 

1985 

$  36.0 

53.2% 

1986 

$  39.1 

66.1% 

1987 

$  41.6 

77.0% 

1988 

$  44.7 

90.2% 

1989 

$  48.2 

105.1% 

Source : 

U.S.  Department  of 

Commerce, 

Bureau  of  Economic 

Analysis, 

Survey  of  Current 

Business, 

various  issues. 

Dental  Service  Cost  Increases 
(in  billions) 

Percentage 
Dental  Change 
Service  Costs  From  1980 


1980 

$  13.7 

1981 

$  16.1 

17.5% 

1982 

$  17.4 

27.0% 

1983 

$  18.5 

-  35.0% 

1984 

$  19.8 

44.5% 

1985 

$  21.5 

56.9% 

1986 

$  22.8 

66.4% 

1987 

$  25.0 

82.5% 

1988 

$  27.0 

97.1% 

1989 

$  29.5 

115.3% 

Source : 

U.S.  Department  of 

Commerce 

Bureau  of  Economic  Analysis, 
Survey  of  Current  Business, 
various  issues. 
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America  Needs  a  More  Efficient  Health  Care  System 

America  r.eeds  a  health  care  system  which  provides  more 
health  care  and  fewer  middle  men.     The  Canadian  health  care 
system,  which  is  based  on  independent  providers  and  public, 
single-payor  non-profit  insurance,  has  been  far  more  successful 
at  controlling  the  cost  of  health  care  as  compared  with  the  U.S. 
On  a  per  capita  basis,   Canada's  universal  health  care  system 
costs  2  8%  less  that  the  U.S.   system  and  everyone  is  covered, 
(according  to  the  Organization  of  Economic  Cooperation  and 
Development).     Under  the  Canadian  system  administrative  costs 
are  roughly  half  the  amount  that  we  pay  inthe  U.S. 
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Canada's  universal  health  insuramce  plan  was  put  in  place  in 
1971.     At  that  point  in  time,  Canada  and  the  U.S.  spent  roughly 
the. same  proportion  of  their  gross  national  product  on  health 
care.     Since  1971  however,   Canadian  health  care  expenditures  as 
a  percentage  of  GNP  increased  21.1%  while  health  care 
expenditures  in  the  U.S.   increased  57.7%,  almost  three  times  as 
fast. 


\  \ 
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Legislative  Proposals  Reliant  on  Private  Insurance  Will  Not 
Solve  Health  Cost  Crisis 

The  dramatic  increase  in  the  portion  of  the  health  dollar 
spent  on  insurance  company  overhead  demonstrates  that  private 
insurers  are  part  of  the  problem,  not  part  of  the  solution  to 
crisis  in  Illinois  health  care  costs.  Health  care  strategies 
that  rely  on  private  carriers  will  fail  to  stem  costs,  just  as 
the  "cost  containment"  policies  of  the  1980s  did. 

Several  proposals  are  now  pending  before  the  Illinois 
General  Assembly  to  address  rising  health  costs.     Each  of  these 
efforts  aims  at  increasing  health  insurance  coverage  while 
limiting  rising  health  insurance  expenditures.      With  the 
exception  of  the  Universal  Health  Care  Act,  each  of  these 
proposals  is  dependent  on  private  health  insurance  and  can  only 
shift  costs  for  health  care,  not  control  them: 

*  The  Illinois  State  Chamber  of  Coiwnerce  proposes  to  reduce 
costs  for  employers  by  increasing  tax  deductions  for 
unincorporated  businesses,  expanding  Medicaid  coverage  and 
cutting  back  on  required  coverages  for  small  businesses 
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that  provide  health  benefits.    The  Chamber  plan  is 
intended  to  reduce  cost  shifting  to  employers  that 
ctirrently  provide  benefits.     However  it  does  so  by 
increasing  taxpayer  subsidies  to  businesses,  increasing 
ta:5)ayer  expenditures  for  Medicaid,  and  forcing  greater 
out-of-pocket  expenses  by  employees.     It  provides  no 
mechanism  for  overall  cost  control. 

*  The  Associated  Employers  of  Illinois,  along  with  the 
National  Federation. of  Independent  Business,   the  Illinois 
Manufacturers  Association  and  the  Illinois  Life  Insurance 
Council,  have  also  proposed  reducing  mandated  state 
benefit  coverages  for  small  and  medium  mployers   (150  or 
fewer  employees.)     Again,  this  would  allow  shifting  of 
coverage  costs  to  employees  but  would  provide  no  means  for 
controlling  costs  or  reducing  insurance  overhead. 

*  The  Illinois  Hospital  Association  is  promoting  legislation 
introduced  last  year  that  would  require  all  employers  to 
provide  health  coverage.     The  intent  is  to  limit  cost- 
shifting  for  uncompensated  care  to  hospitals  and  insured 
patients,  but  such  a  plan  provides  no  cost-containment 
provisions.     A  similar  proposal  was  recently  endorsed  by 
the  federal  bipartisan  Pepper  Commission  and  has  been 
endorsed  by  the  American  Medical  Association. 

Although  the  cost  impact  of  each  of  these  proposals  would 
differ  for  employers,  consumers  and  providers,  all  are  primarily 
administered  by  the  private  health  insurance  industry  and  none 
would  be  able  to  contain  costs  or  prevent  the  substantial 
year-to-year  increases  in  premiums  now  being  charged  by  the 
industry. 

The  Universal  Health  Care  Act  (HB3291/Young-Breslin  and 
SB15 87 /Smith-del  Valle)   is  modeled  on  the  Canadian  single-payer 
public  Insurance  system.     It  provides  significant  reductions  in 
overhead  costs   (no  claims  processing,  premium  billings,  co-pay- 
ments or  deductibles)  as  well  as  global  hospital  budgeting  and 
negotiated  physicieui  payments,   (see  Appendix) 
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UNIVERSAL  HEALTH  CARE 
We  Can't  Afford  to  Go  Without  It 

Sianmary  of  Findings 

Inefficiency  and  Waste  ToteJ.  One-third  of  America's  Health  Bill 

The  U.S.  health  care  system  is  plagued  by  inefficiency  and 
waste;  as  much  as  33«i  on  every  U.S.  health  dollar  goes  to  pay 
for  administration  and  unnecessary  procedures. 

*  Canada's  health  care  system,  which  provides  universcil 
coverage,  costs  28%  less  per  capita  than  the  U.S.  system. 

*  The  New  England  Journal  of  Medicine  estimates  that  23%  the 
U.S.  health  dollar  goes  for  billing  and  bureaucracy. 

*  The  Joint  Economic  Committee  of  Congress  estimates  that 
20%  to  30%  of  total  health  care  spending  goes  to  pay  for 
unnecessary  medical  procedures. 


U.S.  Health  Care  Costs  Skyrocket 

During  the  1980s,  medical  care  cost  increased  significantly 
faster  than  all  other  basic  necessities. 

*  Medical  care  costs  increased  125.2%  faster  than  food, 
92.1%  faster  than  housing,  and  163.4%  faster  than. 
transportation  between  1980  and  1989. 

*  Medical  care  costs  increased  67.3%  faster  than  average 
wages  cind  60%  faster  than  family  income  between  1980  and 
1988. 

*  Between  1980  and  1987,  individual  expenditures  on  health 
care  as  a  percentage  of  personal  income  increased  37.4%. 


Countries  With  National  Health  Care  Systems  Pay  Less  and  Receive 
Higher  Quality  Care 

Health  care  expenditures  in  the  U.S.  during  the  1980s  increased 
almost  three  times  faster  than  comparable  countries  that  have 
national  health  care  programs. 

*  As  a  percentage  of  gross  domestic  product,  U.S.  health 
care  expenditures  were  50%  higher  than  countries  with 
national  health  care  programs  in  1986. 

*  While  the  U.S.  spends  substantieilly  more  on  health  ceire, 
the  U.S.  infant  mortality  rate  is  37.5%  higher  and  life 
expectancy  averages  one  year  less  when  conqpared  with 
countries  that  have  national  health  care  programs. 
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We  Can't  Afford  to  Go  Without  It 


Introduction 

The  American  health  care  system  last  year  consumed  almost 
$600  billion,  more  than  11%  of  the  value  of  all  goods  and 
services  produced   (GNP) .     Even  with  this  vast  expenditure, 
access  to  the  U.S.  health  care  system  is  limited.     It  is 
estimated  that  37  million  Americans,  mostly  women  and  children, 
are  without  any  health  care  coverage. 

Another  2  0  million  Americans  have  health  insureince  so 
inadequate  that  a  major  illness  would  result  in  financial  ruin. 
U.S.  health  care  costs  are  forecasted  to  continue  escalating: 
19  89  costs  are  estimated  to  have  increased  12.7%  over  last  year. 
By  the  end  of  the  century  it  is  projected  that  the  United  States 
will  be  spending  15%  of  its  GNP  on  health  care. 

Escalating  health  care  costs  are  further  reducing  the 
availability  and  qxaality  of  the  U.S.  health  care  system.  Most 
employers  have  responded  to  rising  health  insurance  costs  (up 
some  19%  last  year)  by  restricting  employee  health  care 
coverage.     Increasingly  private  health  insurance  providers  are 
placing  restrictions  on  policies  and  specifying  which  health 
care  providers  the  patient  may  see.     The  quality  of  health  care 
for  the  elderly  has  declined  with  patients  being  discharged 
before  they  are  fully  recovered.     Infant  mortality,  a  critical 
measure  of  the  quality  of  heath  care,   finds  the  U.S.  ranking 
nineteenth  among  industrialized  nations. 

Policies  to  control  health  care  costs  in  the  'SOs  not  only 
failed  to  stabilize  health  care  costs  but  have  eilso  resulted  in 
less  access  to  the  health  care  system.     Under  these  policies 
higher  health  care  costs  were  shifted  away  from  government  and 
business  and  on  to  the  shoulders  of  consumers. 

The  combination  of  reduced  access  to  the  U.S.  health  care 
system  and  a  decline  in  qxiality  of  care  has  created  a  crisis. 
It  comes  as  little  siirprise  that  a  Harris  poll  taken  in 
February,  1989  found  that  89%  of  the  American  public  are 
dissatisfied  with  the  nation's  health  care  system,  and  only  10% 
think  that  it  is  working  "pretty  well." 

American  consumers  can  no  longer  bear  the  cost  burden  of  a 
health  care  system  riddled  with  administrative  waste  and 
unnecessary  and  Inefficient  medical  care.     Countries  with 
national  health  insurance  (all  industrial  nations  except  the 
United  State  and  South  Africa)  have  significantly  less  per 
capita  spending  on  health  care  that  the  United  State  and  achieve 
universal  access  and  positive  health  outcomes.     Unless  the 
United  State  establishes  a  national  health  plan,  Americans  will 
have  a  declining  standard  of  living  due  to  the  increasing  burden 
of  health  care  costs. 
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Access  to  Health  Care  is  Declining 

Rising  medical  care  costs  coupled  with  the  replacement  of 
manufacturing  jobs  by  service  sector  employment  have  increased 
the  number  of  Americans  without  health  insxirance. 

*  An  estimated  37  million  persons  do  not  have  health 
insurance  today,  cin  increase  of  seven  million  since  1980. 

*  The  Census  Bureau  estimates  that  14.6%  of  all  non-elderly 
Illinoisans  and  16.5%  of  Missouriems  are  without  health 
insurance. 

*  Almost  13%  of  all  Americans  reported  they  cannot  get 
health  care  for  either  financial  or  non-financial  reasons, 
compared  to  just  3.6%  of  all  Canadians. 


Itedical  Care  Costs  Are  Hurting  Business 

Over  the  last  two  years,  health  benefit  costs  for  employers  have 
increased  an  average  of  20%  annually. 

*  Rising  benefit  costs  are  reducing  average  company  profits 
by  25%,  according  to  the  National  Association  of  Manu- 
facttirers. 

*  Health  benefit  costs  equal  37%  of  average  net  profits  and 
are  the  single  largest  non-labor  costs  for  manufacturers. 


*        *  * 
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America's  Wasteful  Health  Care  System 

The  Canadicin  health  care  system,  which  is  based  on 
independent  providers  and  public,   single-payor  non-profit 
insurance   (see  Appendix) ,  has  been  far  more  successful  at 
controlling  the  cost  of  health  care  as  compared  with  the  U.S. 
health  care  system.     On  a  per  capita  basis,  Canada ' s  uni ve rs al 
health  care  system  costs  2  8%  less  than  the  U.S.  system  and 
everyone  is  covered. 


Canada's  universal  health  insurance  plan  was  put  in  place  in 
1971.     At  that  point  in  time,  Canada  and  the  U.S.  spent  roughly 
the  same  proportion  of  their  gross  national  product  on  health 
care.     Since  1971  however,  Canadian  health  care  expenditures  as 
a  percentage  of  GNP  increased  21.1%  while  health  care  expendi^ 
tures  in  the  U.S.  increased  57.7%,  almost  three  times  as  fast. 


Per  Capita  Health  Care  Expenditures 
(1987 ) 


United  States 


$2,051 


Canada 


$1,483 


SOURCE:  Organization  of  Economic 

Cooperation  and  Development 
(OECD) 
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As  a  whole,  Canada's  universal  health  care  system  currently 
absorbs  8.6%  of  that  nation's  gross  national  product   (GNP) . 
This  compares  with  the  U.S.  health  care  system  which  absorbs 
11.2%  of  GNP.     If  the  U.S.  had  a  health  care  system  as  efficient 
as  Canada's,   our  health  care  bill  would  be  $130  billion  dollars 
less  than  we  currently  pay.     These  savings  would  go  directly 
into  the  pockets  of  individuals  and  businesses  who  are  currently 
being  charged  excessive  medical  care  rates. 

Studies  of  waste  and  inefficiency  of  the  U.S.  health  care 
system  underscore  that  the  rapid  increase  in  U.S.  medical  costs 
have  been  unnecessary.     Enormous  waste  and  inefficiency  are 
built  into  the  American  health  care  system,  and  are  the 
principal  reasons  for  the  high  cost  of  health  care.  A 
substantial  amount  of  every  dollar  we  spend  on  health  care  goes 
to  cover  the  cost  of  administration.     According  to  the 
Congressional  Joint  Economic  Committee: 

Paperwork  created  by  our  health  care  system  adds  a  $20 
surcharge  for  each  $100  spent  on  health  care. 

According  to  the  New  England  Journal  of  Medicine; 

Overall  23  cents  of  every  health  care  dollar  in  the 
U.S.  goes  for  billing  and  bureaucracy. 

Much  of  the  administrative  overhead  in  the  U.S.  health  care 
system  goes  to  pay  persons  who  do  nothing  to  improve  the 
nation's  health:  Advertising  and  marketing  personnel,  actuaries 
who  determine  insurance  rates  and  restrictions  on  coverage, 
claims  reviewers  who  figure  out  reasons  to  deny  claims,  billing 
clerks,  etc.     Most  of  these  costs  do  not  exist  in  the  health 
systems  of  other  nations. 

In  addition,   the  for-profit  nature  of  much  of  the  U.S. 
system  means  Americans  are  subjected  to  an  enormous  number  of 
unnecessary  medical  procedures.     Studies  estimate  that  2  0%  to 
30%  of  all  medical  procedures  may  not  be  warranted. 

The  Joint  Economic  Committee  of  Congress  estimates  that  $125 
billion  (roughly  20%  of  total  health  care  expenditures)  in 
unnecessary  tests  amd  treatments  can  be  cut  from  the  system 
without  affecting  quality. 

The  estimated  20%  in  paperwork  plus  the  20%  in  unnecessary 
medical  procedures  (less  the  4%  for  its  paperwork)  totals  36%  of 
the  American  health  dollar  —  approximating  the  difference  in 
costs  between  the  U.S.  and  Canada   (which  provides  universal 
coverage . ) 
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Increasing  Numbers  o£  Americans  Denied  Access  to  the  Health  Care 
iSystem 

Health  insurance  is  the  ticket  to  the  American  health  care 
system.     Today  more  and  more  people  are  being  denie'd  entrance  to 
the  system.     The  reasons  stem  from  changes  in  the  types  of  jobs 
available  and  the  rapid  increase  in  health  insurance  costs. 

During  the  19  80s  thousands  of  jobs  in  manufacturing 
industries  disappeared.     These  jobs  typically  provided  good 
health  care  benefits  to  workers  and  their  families.  The 
majority  of  job  gains  in  the  middle  and  late  1980s  were  in  the 
service  sector  which  typically  does  not  provide  health  benefits 
to  workers  or  their  families.     The  shift  in  jobs  combined  with 
the  high  cost  of  health  insurance  has  left  a  growing  number  of 
persons  without  health  insurance  coverage.    According  to  the 
Census  Bureau,  an  estimated  37  million  Americans  did  not  have 
health  insurance  in  1987,  an  increase  of  seven  million  as 
compared  with  1980. 


MiiiiiiiiiiiiiiiiM 
Mfcns  cf  UririsuBd  Americsns 
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In  Illinois,   the  Census  Bureau  estimates  that  1.538  million, 
or  14.6%  of  all  non-elderly  residents  of  Illinois  were  without 
insurance  as  of  1985;  in  Missouri,  some  16.5%  of  the  state's 
under  65  population  was  uninsured  that  year. 
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It  is  estimated  that  in  two-thirds  of  these  cases,  the 
uninsured  live  in  a  far.ily  headed  by  a  full-time  worker.  Most 
of  the  uninsured    (60%)   are  children  or  are  women  of  child- 
bearing  age. 

In  the  U.S,  the  percentage  of  the  population  which  is  unable 
to  obtain  health  care  for  financial  and  non-financial  reasons  is 
three  and  a  half  times  greater  as  compared  with  Canada. 


taabiFity  to  Cet  Health  Care 
United  States  Caitada 


United  States 

13% 

Canada 

1    >    1  i 

|3.6% 

1 

1 

1 

1 

Ox         2%         4%         6%         e%        10%        12%        14%  10% 

■ Perc«rt  wlno  caJd  not  get  care  Percert  vtho  coJd  not  get  care 

fcr  financal  reasons  Hi  for  norvfnandal  reasons 
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The  U.S.   health  care  system  has  significantly  higher  admini- 
strative costs  than  the  Canadian  universal   system.     On  average 
23  cents  out  of  every  dollar  spent  on  health  care  in  the  U.S. 
goes  to  pay  administrative  costs.     In  Canada,   only  12  cents  of 
every  dollar  spent  on  health  care  goes  for  administrative  costs. 
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A  clear  majority  of  Canadians  regard  their  health  care 
system  as  working  well.     Only  3%  of  Canadians  say  that  they 
would  rather  have  America's  health  care  system  while  61%  of 
Americans  would  prefer  the  Canadian  system. 


The  Canadian  HeaJth  Cam  Sy$t^?^ 


Prefer  Canada 


Prefer  US 


Not  Sure 


80% 


v^^  Would  Canadians  Pr^^>: 


Prefer  Canada 


Prefer  US 


Not  Sure 


0%  20% 


120% 


36 


-  8  - 


Countries  With  National  Health  Care  Systems  Provide  Better 
Health  Care  At  Lower  Costs 

The  United  States  is  the  only  industrialized  country  other 
than  South  Africa  that  does  not  have  a  national  health  care 
system.     The  following  indexes  compare  the  U.S.  with  the  seven 
most  similar    countries  which  have  national  health  care  systems 
on  the  basis  of  cost  and  quality  of  care.     Overall  the 
comparison  shows  that  countries  with  national  health  care 
systems : 

Provide  health  care  at  lower  cost; 

Have  done  a  better  job  of  controlling  health  care 
costs; 

Provide  a  higher  quality  of  care  as  measured  by  infant 
mortality  and  longevity. 


Health  care  expenditures  in  the  U.S.  are  increasing  at 
almost  triple  the  rate  of  health  expenditures  in  countries  with 
national  health  health  care.     Calculated  as  a  percentage  of 
Gross  Domestic  Product   (GDP) ,  U.S.  health  expenditures  increased 
20.7%,  as  compared  to  only  7.2%  for  countries  with  national 
health  care  prograns,  over  the  six  year  period  1980  through 
1986. 

In  1986,  the  most  recent  year  in  which  comparative  date  is 
available,  U.S.  health  care  expenditures  were  50.0%  higher  than 
countries  with  national  health  care,  as  measured  by  GDP, 


Comparison  of 
Total  Health  Expenditures 
As  A  Percentage  Of  GDP 


United  States 


1980 
9.2 


1986 
11.1 


Percent 
Increase 
20.7% 


United  Kingdom 
West  Germany 


Australia 


Canada 
France 
Italy 
Japan 


6.6 
7.4 
7.4 
6.8 
6.6 
5.8 
7.9 


6.8 
8.5 
8.5 
6.7 
6.7 
6.2 
8.1 


3.0% 
14.9% 
14.9% 
-1.5% 
1.5% 
6.9% 
2.5% 


Avg.  Countries 
Other  Than  U.S. 


6.9 


7.4 


7.2% 


SOURCE:  Statistical  Abstract,  1989. 
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Mortality  and  Life  Expectancy  Rates  Lag  Behind  Other  Industrial 
Countries 

While  the  U.S.  spends  substantially  more  for  health  care, 
mortality  and  life  expectancy  are  better  in  countries  with 
national  health  care  systems.     As  measured  by  these  indexes, 
health  systems  in  these  other  countries  provided  better  care  and 
made  greater  progress  in  protecting  their  population: 


Infant  mortality  rates  are  decreasing  in  the  U.S.* 
but  at  only  half  the  rate  of  decline  experienced  in 
other  industrial  countries.     In  1988  the  infant  mor- 
tality rate  in  the  U.S.  exceeded  other  coimtries  by 
37.5%; 

Life  e3q>ectancy  in  the  U.S.  was  one  year  less  as 
compared  with  other  industrialized  countries. 


Comparison  of 
Infant  Mortality  Rates  and  Life  Expectancy 


Infant  Mortality 
(per  1,000) 
1981  1988 


Life 
Expectancy 
1988 


United  States 


13 


11 


75.3 


Australia 


11 
11 
10 
15 
8 
13 
13 


8 
7 
9 
8 
6 
9 
8 


76.1 
77.1 
75.7 
76.7 
77.8 
75.1 
75.8 


Canada 
France 
Italy 
Japan 


United  Kingdom 
West  Germany 


Avg.  Countries 
Other  Than  U.S. 


12 


8 


76.3 


SOURCE:  Statistical  Abstract,  1989. 
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America  Leads  the  World  in  Heaitfi  Spending 
But  Traiis  in  Heaitti 


Infant 

Child 

Per  Capita 

Mortality 

Mortality 

Health  Spending 

1. 

Iceland 

Iceland 

UNITED  STATES 

2. 

Finland 

Finland 

Canada  (72%) 

3. 

Sweden 

Sweden 

Iceland  (61%) 

4. 

Japan 

Switzerland 

Sweden  (60%) 

5. 

Denmark 

Japan 

Switzerland  (60%) 

6. 

Netherlands 

Candada 

Norway  (56%) 

7. 

Norway 

Denmark 

France  (54%) 

8. 

Switzerland 

Netherlands 

Germany  (52%) 

9. 

France 

Norway 

Luxembourg  (51%) 

10. 

Luxembourg 

Australia 

Netherlands  (51%) 

11. 

Canada 

France 

Austria  (48%) 

12. 

Australia 

Luxembourg 

Finland  (46%) 

13. 

Ireland 

Singapore 

Austrah'a  (46%) 

14. 

Germany 

Spain 

Japan  (45%) 

15. 

Singapore 

Great  Britain 

Belgium  (43%) 

16. 

Hong  Kong 

Ireland 

Italy  (41%) 

17. 

Great  Britain 

Germany 

Denmark  (37%) 

18. 

Spain 

Austria 

Great  Britain  (37%) 

19. 

Belgium 

Belgium 

New  Zealand  (31%) 

20. 

Austria 

UNITED  STATES 

Ireland  (27%) 

21. 

Germany,  E 

New  Zealand 

Spain  (25%) 

22. 

UNITED  STATES 

Italy 

Portugal  (19%) 

Note:  numbers  in  parenthesis  indicate  the  nation's  per  capita  health  expenditures 
as  a  percentage  of  the  United  States's.  For  example,  Spain,  which  has  a  lower 
inCant  mortality  rate  than  the  United  States  spends  onJy  25%  as  much  per  capiu 
on  health  care. 


Sources:  World  Bank,  Children's  Defense  Fund,  OECD 
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Medical  Care  Inflation  In  The  U.S. 

During  the  1980s  medical  care  costs  increased  at  a  faster 
rate  as  compared  with  any  other  basic  necessity  according  the 
the  Bureau  of  Labor  statistics.     During  the  period  1980  through 
19  89  medical  care  costs  increased: 

125.2%  faster  than  food; 

92.1%  faster  than  housing; 

163.4%  faster  than  transportation. 

Overall  medical  care  costs  over  the  nine  year  period  increased 
99.3%  while  the  Consumer  Price  Index  increased  by  only  50.5%. 


Medical  Care  Inflation 
Compared  With  Other  Basic  Necessities 


Percent 

1980 

1989 

Increase 

Medical  Care 

74.9 

149.3 

99.3% 

Food 

86.7 

124.9 

44.1% 

Housing 

81.1 

123.0 

51.7% 

Transpor  ta  t i  on 

83  .1 

114.4 

37.7% 

CPI 

82.4 

124.0 

50.5% 

SOURCE:     U.S.  Department  of  Labor, 
 Bureau  of  Labor  Statistics. 
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Medical  Care  Inflation  Reduces  Standard  Of  Living 

Medical  care  costs  increased  significantly  faster  than 
median  family  income  and  average  wages  during  the  1980s.  Today 
medical  care  costs  are  taking  an  increasing  large  portion  of  the 
family  budget.     During  the  period  1980  through  1988: 

Medical  care  costs  increased  60%  faster  than 
medicm  family  income; 

Medical  care  costs  increased  67.3%  faster 
than  average  wages. 


Medical  Care  Inflation 
Compared  With  Median  Income  and  Wages 

Percent 

1980  1988  Increase 

Medical  Care  74.9  138.6  85.0% 


Median  Family 

Income  $21,023       $32,191  53.1% 

Average  Wage 

Index  100.0  150.8  50.8% 

SOURCE:     U.S.  Department  of  Labor, 

Bureau  of  Labor  Statistics. 


Medical  Care  Inflation  Pushes  Up  Health  Insurance  Costs 

During  the  1980s,  health  insurance  became  increasingly 
unaffordable  for  business  and  individuals.     Rising  medical  care 
costs  resulted  in  significant  increases  in  health  insurance 
costs.     Between  1980  and  1989,  health  insurance  costs  increased 
182.2%.     Compared  with  median  family  income  and  average  wages, 
health  insurance  costs  increased  three  times  faster. 

The  effect  of  rapid  increases  in  medical  care  and  hecULth 
insurance  costs  as  compared  with  family  income  has  resulted  in  a 
higher  percentage  of  family  income  being  spent  for  health  care. 
Over  the  period  1980  to  1987,   individual  expenditures  on  health 
care  as  a  percentage  of  personal  income  increased  34.7% 
(according  to  the  Health  care  Finance  Administration.) 
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Medical  Care  Inflation  is  Hiirting  Business 

Medical  care  inflation  in  the  1980s  substantially  pushed  up 
the  cost  of  health  care  programs  for  employers.     In  1988  the 
cost  of  providing  health  benefits  jumped  an  average  of  19%  per 
employee  (according  the  the  U.S.  Chamber  of  Commerce.)     In  1989 
medical  indemnity  costs  increased  20.4%  per  employee  (according 
to  A.  Foster  and  Higgins  Co.)     According  to  the  National 
Association  of  Manufacturers: 

The  rising  cost  of  health  benefits  are  reducing  the 
average  company's  profits  by  25%; 

The  magnitude  of  health  care  benefit  costs  is  on  the 
average  equal  to  37%  of  net  profits,  the  largest 
non-wage  labor  cost  in  the  typical  manufacturing 
corporation; 

Health  care  benefit  costs  are  escalating  more  rapidly 
than  any  other  corporate  expense. 


Businesses  responded  to  rising  health  insurance  costs  by 
either  cutting  back  on  benefits  or  shifting  more  of  the  cost  on 
to  employees,  or  both.     Businesses  have  been  eliminating  first 
dollar  coverage  in  employee  health  benefits  and  have  been 
raising  consumer  co-payment  charges.    According  to  a  recent 
survey: 

The  number  of  es^loyers  requiring  a  co-payment 
increased  by  15.4%  last  year; 

Of  the  companies  that  currently  require  co-payments, 
28%  intend  to  increase  the  level  of  paid  by  the 
employee  this  year; 

The  number  of  ccmpanies  instituting  deductables 
increased  19.0%  last  year; 

SOURCE:  A.  Foster  Higgins  &  Co. 


A  1989  BNA  siirvey  found  that  51%  of  employers  will  seek 
increases  in  premium  contributions  from  their  employees  and  41% 
reported  that  they  intended  to  increase  deductables. 

While  employers  e^erienced  some  of  the  increases  in  health 
care  costs,  employees  shouldered  more  of  the  rising  cost  of 
medical  care  inflation.     In  overall  dollar  terms  over  the  period 
1980  to  1987: 
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E&^lpyers  increased  their  level  of 
contribution  89.4%; 

Eo^lpyees  increased  their  level  of 
contribution  by  226^9%. 

As  a  percentage  of  total  health  insurance  expenditures  over 
the  seven  year  period: 

Employer  contributions  declined  12.8%; 

Employee  contributions  increased  50.4% 
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Cost  Containment  Policies  o£  the  1980s  Failed 

In  the  1980s,   the  federal  government  instituted  competitive 
market  principals  to  contain  health  care  cost  increases.  These 
expense  control  measures  included  instituting  deductcibles, 
co-insuramce,  experience  rating,  preferred  provider 
organizations   (PPOs) ,  health  maintenance  organizations  (HMOs), 
utilization  reviews,  managed  care  and  diagnostic  related  group 
payments   (DRGs)  .     The  rationale  for  these  policies  was  that  they 
were  intended  to  provide  incentives  for  reduced  use, by  insureds, 
to  promote  less  expensive  preventive  care,  and  to  encourage 
price  competition  among  health  care  providers. 

Overall  these  policies  have  had  a  negative  effect  on  the 
nation's  health  services  while  failing  to  achieve  the  costs 
containment  they  were  intended  to  produce. 

In  the.  past,  hospiteils  cooperated  with  neighboring  hospitals 
by  sharing  equipment,   information,  medical  staffs  and  personnel. 
These  practices  no  longer  exist  under  the  federal  government's 
competitive  market  principals. 

The  prospective  payment  system  (PPS)   implemented  at  the 
federal  and  state  level  has  had  the  effect  of  limiting  the 
availability  of  health  care  for  the  uninsured  as  providers 
implement  selective  admission  policies.     The  PPS  has  reduced  the 
quality  of  care  with  providers  changing  the  mix  and  qxiality  of 
service  provided  to  inpatients.    At  the  same  time  PPS  has  failed 
to  control  costs  as  providers  move  toward  medical  services  which 
provide  the  greatest  level  of  profit. 

Actions  to  control  Medicare  and  Medicaid  expenditures  have 
eroded  the  availability  of  health  services  for  the  poor  and 
aged: 

Half  of  all  practicing  U.S.  physicicms  refuse  to  treat 
the  financially  and  medically  indigent  enrolled  in  the 
Medicaid  program; 

The  Medicare  program  pays  for  only  40%  or  health  care 
costs; 

Only  30%  of  physicians  have  agreed  to  limit  their 
Medicare  charges  to  the  government  fee  schedule. 


Government  policies,  like  those  of  employers,  have  succeeded 
in  shifting  a  greater  percentage  of  health  costs  on  to  consumers 
while  reducing  access  to  care.     However  they  have  failed  to 
stabilize,  let  alone  reduce,  health  costs  for  either  the  public 
or  private  sector. 
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APPENDIX 


Sinmnazy  o£  the  Caoadian  Universal  Health  Care  System 


ACCESS: 


Universal 


BENEFITS 


Doctor  visits,  dental  care  (limited), 
treatment  by  non-doctors,  including 
occupational  or  physical  therapists,  or  nurse 
mid-wives,  hospital  stays,   tests,  lab  work, 
surgery,^  home  care,  prescription  drugs, 
preventative  care,  mental  health  and  nursing 
home  care. 


COSTS 


8.6%  of  GNP.  Costs  are  contained  by  the 
national  government  controlling  how  much 
doctors  can  charge  and  hospitals  can  spend, 


FINANCING : 


Federed  and  provincial  governments  split  the 
costs.     The  federal  government  raises  its 
share  through  income  taxes.     Six  out  of  ten 
provinces  charge  a  small  premium  with  the 
remainder  paid  by  provincial  income  tcuces. 


ADMINISTRATION:        The  Federal  Ministry  of  Health  is  responsible 
for  funding,  operating  and  setting  standards. 
The  provincial  ministries  oversee  service 
service  delivery,  including  the  operation  of 
hospitals. 


PROVIDERS:  Physicians  are  self  employed,  but  contract 

with  the  government  and  are  paid  by  the 
provincial  health  service. 
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Mr.  Walgren.  We  appreciate  that  statement,  and  I  thank  you 
for  coming  in  right  on  time,  and  it  has  greater  effect  because  of  it. 
Mr.  Howley. 

STATEMENT  OF  JOHN  HOWLEY 
Mr.  Howley.  Good  morning. 

My  name  is  John  Howley,  and  I  am  the  Senior  PoHcy  Analyst  for 
the  Service  Employees  International  Union,  AFL-CIO. 

On  behalf  of  the  SEIU  and  its  925,000  members,  I  would  like  to 
thank  Chairman  Walgren  and  the  members  of  the  Subcommittee 
on  Commerce,  Consumer  Protection,  and  Competitiveness  and  the 
members  of  the  Subcommittee  on  Health  and  the  Environment  for 
this  opportunity  to  express  our  views  on  the  recommendations  of 
the  Pepper  Commission.  National  health  care  reform  is  the  number 
one  policy  priority  of  SEIU. 

In  the  year  2000,  we  will  look  back  and  see  that  the  report  of  the 
Pepper  Commission  represented  a  decisive  turning  point  in  U.S. 
health  care  policy.  It  will  mark  the  historic  juncture  where  basic 
consensus  was  achieved  around  the  following  principle,  that  the 
problems  of  declining  access,  out-of-control  costs,  and  uncertain 
quality  must,  all  three,  be  solved  together. 

Achieving  this  breakthrough  was  no  easy  task,  and  we  all  owe  a 
debt  of  gratitude  to  Senator  Rockefeller  for  his  leadership  in  craft- 
ing the  necessary  compromises.  Now  we  face  the  challenge  of 
making  the  proposals  outlined  by  the  Pepper  Commission  into  a 
workable  and  detailed  plan. 

SEIU's  membership  cuts  across  a  wide  spectrum  of  service  occu- 
pations in  both  the  public  and  private  sectors.  Every  day,  our  locals 
struggle  to  maintain  affordable  health  benefits  in  collective  bar- 
gaining with  large  and  small  employers,  from  big  State  govern- 
ments to  small  school  districts,  hospitals,  and  nursing  homes.  This 
is  a  battle  for  access  to  health  care,  a  battle  to  prevent  loss  of  cov- 
erage and  the  imposition  of  cost  sharing  so  high  that  families 
cannot  afford  to  use  their  benefits. 

Our  locals  see  the  best  and  the  worst  of  employment-based 
health  insurance.  Many  of  our  members  still  have  fully  employer- 
paid  first-dollar  coverage.  Other  have  benefits  plans  that  more 
closely  resemble  those  in  the  non-union  sectors.  We  represent 
workers  in  low-wage  occupations,  such  as  nursing  homes  and  com- 
mercial-sector janitors,  who  would  be  working  without  health  in- 
surance except  for  their  union  membership,  and  SEIU  is  actively 
organizing  industries  where  the  absence  of  health  benefits  is  the 
norm. 

Like  other  unions,  SEIU  has  had  long  experience  with  health- 
plan  cost  containment.  Back  in  1975,  the  65,000-member  SEIU 
Local  32B-32J  in  New  York  City  implemented  a  comprehensive  set 
of  cost  controls,  including  aggressive  negotiation  with  providers.  As 
result,  devastating  premium  increases  were  avoided  and  benefits 
actually  expanded,  but  15  years  of  innovative,  managed  care  have 
not  prevented  the  need  for  double-digit  increases  in  the  employer's 
contribution  to  the  health  fund  last  year. 

As  we  watch  the  annual  rate  of  increase  in  the  cost  of  health 
coverage  shoot  past  20  percent,  employers  and  unions  feel  a  deep 
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sense  of  frustration.  We  have  done  what  we  are  supposed  to  do, 
taken  our  medicine,  but  we  are  not  getting  better. 

The  health  care  cost  crisis  threatens  the  entire  system  of  job- 
based  health  insurance  coverage.  Last  year,  SEIU  carried  out  a 
survey  of  health  plans  covering  a  fifth  of  our  membership.  We 
found  the  cost  of  family  coverage  had  risen  by  over  50  percent  be- 
tween 1987  and  1989.  We  found  significant  cost  shifting.  Worker- 
paid  premiums  rose  by  70  percent,  twice  the  rate  of  increase  for 
employer-paid  premiums.  ' 

We  also  tabulated  the  cost-containment  features  of  the  plans  sur- 
veyed. While  these  innovations  served  to  keep  increases  below  that 
what  they  would  otherwise  have  been,  plan-by-plan  cost  contain- 
ment has  been  unable  to  tame  the  underlying  forces  driving  up  the 
cost  of  health  coverage. 

Many  employers  are  panicking.  The  only  way  out,  they  think,  is 
to  shift  more  of  the  risk  of  health  care  cost  increases  to  workers. 

SEIU  analyzed  major  work  stoppages  in  1987  and  1989  and  found 
that  health  benefits  were  a  major  issue  in  strikes  that  involved  less 
than  a  fifth  of  workers  on  strike  just  3  years  ago.  In  1989,  the  pro- 
portion had  risen  to  78  percent.  The  value  of  the  lost  output  direct- 
ly associated  with  these  strikes  exceeded  $1.1  billion  last  year. 

There  is  no  sign  that  this  trend  is  abating.  According  to  the  re- 
sults of  a  recently-published  poll  conducted  by  the  Washington 
Business  Group  on  health,  81  percent  of  executives  surveyed  said 
they  planned  to  increase  the  employee-paid  share  of  premiums,  and 
80  percent  planned  to  raise  deductibles. 

The  Pepper  recommendations  address  the  quality  cost  equation 
by  calling  for  practice  guidelines  and  funding  for  outcomes  re- 
search. To  be  sure,  these  important  initiatives  will  contribute  to 
cost  containment.  Unfortunately,  their  impact  on  cost  will  be  felt 
only  gradually.  In  the  near  term,  double-digit  cost  escalation  will 
continue. 

Standardization  of  reimbursement  rates  across  the  public  plans 
is  long  overdue,  and  this  is  an  important  feature  of  the  Pepper  rec- 
ommendations. 

Raising  Medicaid  reimbursement  rates  will  curb  some  of  the  cost 
shifting  from  public  to  private  payers  that  currently  exists.  Howev- 
er, this  still  leaves  private  payers  on  their  own  in  negotiations  with 
providers. 

SEIU  applauds  the  Pepper  Commission's  proposal  for  a  national 
cost-containment  commission  that  will  provide  a  much-needed 
forum  for  public  and  private  sector  to  explore  the  difficult  issues 
that  can  no  longer  be  avoided.  We  certainly  hope  that  comprehen- 
sive reimbursement  reform  will  be  on  the  agenda  of  the  commis- 
sion's first  meeting. 

SEIU's  experience  is  that  plan-by-plan  cost-containment  meas- 
ures, whether  HMO's,  managed  cares,  PPO's,  and  so  on,  simply 
cannot  get  a  handle  on  provider  reimbursement.  Providers  just 
shift  costs  from  stronger  payers  to  the  weaker  ones.  One  plan's  dis- 
count is  another  plan's  rate  increase. 
I        Serious  consideration  should  be  given  to  extending  the  Medicare 
I     physician  payment  and  hospital  prospective  payment  systems  to  all 
1     payers.  Reimbursement  reform  must  be  accompanied  by  restric- 
'     tions  on  balanced  billing.  Providers  must  be  prevented  from  charg- 
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ing  patients  more  than  the  pubUc  plan  allows.  Otherwise,  we  will 
have  succeeded  only  in  controlling  the  costs  of  public  and  private 
plans  and  allowing  provider  income  to  continue  rising  entirely  at 
the  expense  of  families  and  individuals. 

Once  again,  we  are  hearing  that  market  forces,  not  Government 
regulation,  are  the  key  to  cost  containment.  This  time,  it's  called 
managed  care. 

We  believe  the  burden  is  on  those  who  advocate  a  market-based 
approach  to  cost  containment  to  demonstrate  its  effectiveness. 
Every  other  industrial  country  uses  some  form  of  single-payer 
mechanism  to  regulate  provider  rates  and  total  health  care  spend- 
ing. 

While  we  do  not  believe  that  the  United  States  should  imitate 
any  one  country's  system,  clearly  the  principle  is  sound  and  effec- 
tive. 

I  would  like  to  make  one  point  regarding  cost  sharing.  A  distinc- 
tion must  be  carefully  drawn  between  cost  sharing  and  cost  con- 
tainment. Requiring  enroUees  to  pay  more  for  services  and  cover- 
age will  surely  reduce  costs  for  public  and  private  plans,  and  it  will 
do  this  simply  by  shifting  costs  from  governments  and  employers  to 
individuals  and  families. 

Cost-sharing  does  not  help  reduce  aggregate  health  costs.  Seri- 
ously-ill patients  cannot  shop  around  for  the  best  price.  Cost-shar- 
ing has  the  biggest  impact  on  those  who  can  least  afford  it.  Needed 
as  well  a  unneeded  care  may  be  delayed. 

The  cost  burden  on  individuals  is  already  quite  substantial.  Ac- 
cording to  the  Health  Care  Financing  Agency,  households  finance 
41 V2  percent  of  all  health  spending,  and  this  proportion  has  risen 
since  the  early  1980's.  During  the  same  period,  health  care  cost  in- 
flation has  gotten  worse,  not  better. 

The  appropriate  context  for  debating  cost  sharing  is  a  discussion 
of  how  the  financial  burden  of  our  health  care  system  should  be 
distributed  among  individuals  and  businesses.  SEIU  believes  that 
the  Pepper  Commission's  plan  for  a  sliding  scale  cost-sharing  subsi- 
dy for  workers  up  to  200  percent  of  Federal  poverty  represents  the 
right  approach. 

The  Pepper  Commission's  recommendations  on  comprehensive 
health  care  marked  the  beginning  of  a  new  phase  in  the  national 
debate.  This  is  not  the  first  time  in  our  history  that  we  have  debat- 
ed national  health  care  reform.  In  SEIU's  opinion,  we  cannot 
afford  to  turn  away  from  the  challenge  this  time. 

The  number  of  working  uninsured  is  rising,  not  falling.  Our 
health  care  delivery  system  is  racked  by  the  effects  of  the  so-called 
"social  epidemics"— AIDS,  drug  abuse,  homelessness— that  show  no 
signs  of  receding. 

Medicare's  success  at  controlling  spending  only  raises  the  stakes 
for  private  payers. 

The  subcommittees'  hearings  on  the  Pepper  Commission  are 
timely  and  will  help  build  the  momentum  for  national  health  care 
reform.  SEIU  urges  Congress  to  match  progress  towards  universal 
access  with  movement  towards  universal  cost  containment. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Mr.  Howley  follows:] 
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Statement  of  John  Howley,  Senior  Policy  Analyst,  Service  Employees 
International  Union 

Good  morning,  my  name  is  John  Howley  and  I  am  the  Senior  PoUcy  Analyst  for 
the  Service  Employees  International  Union,  AFL-CIO.  On  behalf  of  the  SEIU  and 
its  925,000  members,  I  would  like  to  thank  Chairman  Walgren  and  the  other  mem- 
bers of  the  Subcommittee  on  Commerce,  Consumer  Protection  and  Competitiveness 
for  this  opportunity  to  express  our  views  on  the  recommendations  of  the  Pepper 
Commission.  National  health  care  reform  is  the  number  one  policy  priority  of  SEIU. 

In  the  year  2000,  we  will  look  back  and  see  that  the  Report  of  the  Pepper  Com- 
mission represented  a  decisive  turning  point  in  U.S.  health  care  policy.  It  will  mark 
the  historic  juncture  where  basic  consensus  was  achieved  around  the  following  prin- 
ciple: that  the  problems  of  declining  access,  out-of-control  costs  and  uncertain  qual- 
ity must  all  three  be  solved  together.  Achieving  this  breakthrough  was  no  easy  task 
and  we  all  owe  a  debt  of  gratitude  to  Senator  Rockefeller  for  his  leadership  in  craft- 
ing the  necessary  compromises.  Now  we  face  the  challenge  of  making  the  proposals 
outlined  by  the  Pepper  Commission  into  a  workable  plan. 

SEIU's  membership  cuts  across  a  wide  spectrum  of  service  occupations  in  both  the 
public  and  private  sectors.  Every  day,  our  locals  struggle  to  maintain  affordable 
health  benefits  in  collective  bargaining  with  large  and  small  employers,  from  big 
State  Governments  to  small  school  districts,  hospitals  and  nursing  homes.  This  is  a 
battle  for  access  to  health  care,  a  battle  to  prevent  the  loss  of  coverage  and  the  im- 
position of  cost-sharing  so  high  that  families  can't  afford  to  use  their  benefits. 

Our  locals  see  the  best  and  the  worst  of  employment-based  health  insurance. 
Many  of  our  members  still  have  fully-employer-paid  first-dollar  coverage.  Others 
have  benefit  plans  that  more  closely  resemble  those  in  the  nonunion  sector.  We  rep- 
resent commercial-sector  janitors  who  would  be  working  without  health  insurance 
except  for  their  union  membership.  And  SEIU  is  actively  organizing  in  industries 
where  the  absence  of  health  benefits  is  the  norm. 

Like  many  other  unions,  SEIU  has  had  long  experience  with  health  plan  cost  con- 
tainment beginning  even  before  the  first  round  of  double-digit  health  cost  increases 
in  the  early  eighties.  It's  not  hard  to  see  why — cost  controls  are  the  alternative  to 
benefit  reductions  or  increased  worker  cost  sharing  and  also  help  reduce  the  finan- 
cial burden  of  health  benefits  to  employers.  From  pre-admission  screening  to  well- 
ness programs — we've  tried  them  all  and  continue  to  recommend  their  implementa- 
tion by  local  unions  whenever  possible. 

Let  me  give  you  an  example.  In  1975,  65,000-member  SEIU  Local  32B-32J  in  New 
York  City  was  threatened  with  a  50  percent  premium  increase.  Instead  of  cutting 
benefits,  the  local  responded  by  implementing  a  comprehensive  set  of  cost  controls 
including  aggressive  negotiation  with  providers.  As  a  result,  it  wasn't  until  1983 
that  employer  contributions  reached  the  level  that  the  insurance  carrier  had  de- 
manded in  1975 — even  as  benefits  were  being  expanded.  Incidentally,  this  multi-em- 
ployer trust  fund  includes  many  small  employers  who  otherwise  couldn't  afford  to 
insure  their  workers. 

As  we  watch  the  annual  rate  of  increase  in  the  cost  of  health  coverage  shoot  past 
20  percent,  employers  and  unions  feel  a  deep  sense  of  frustration.  We've  done  what 
we're  supposed  to  do,  we've  taken  our  medicine,  but  we're  not  getting  better.  In  fact, 
the  problem  is  worse  than  ever. 

SEIU  has  redoubled  its  efforts  to  promote  national  health  care  reform.  SEIU  par- 
ticipates actively  in  the  Dunlop  Group  of  Six  and  the  National  Leadership  Coalition 
for  Health  Care  Reform.  International  President  John  Sweeney  was  appointed  to 
the  Advisory  Council  on  Social  Security,  also  known  as  the  Steelman  Commission, 
which  is  charged  with  taking  a  comprehensive  look  at  health  care.  Along  with  the 
AFL-CIO,  SEIU,  has  launched  a  national  grassroots  campaign  aimed  at  educating 
and  mobilizing  our  membership  around  the  need  for  national  health  care  reform. 

Last  year,  SEIU  carried  out  a  survey  of  health  plans  covering  one-fifth  of  our 
membership.  We  found  that  the  cost  of  family  coverage  had  risen  by  52  percent  be- 
tween 1987  and  1989.  We  found  significant  cost  shifting:  worker-paid  premiums  rose 
by  70  percent — twice  the  rate  of  increase  of  employer-paid  premiums. 

Our  survey  showed  that  middle-income  workers  are  seeing  their  insurance  cover- 
age get  thinner  and  thinner.  Workers  in  indemnity  and  PPO  plans  were  at  risk  for 
nearly  20  percent  of  after-tax  income  and  could  be  paying  up  to  $5,000  annually 
within  5  years. 

Cost  sharing  aside,  health  care  cost  inflation  eats  away  at  the  standard  of  living 
because  it  absorbs  resources  that  otherwise  could  be  used  by  employers  to  fund  wage 
increases.  Every  20  percent  increase  in  employer  health  costs  comes  at  the  price  of  a 
2  percent  wage  increase.  Make  no  mistake  about  it,  health  care  costs  contribute  sub- 
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stantially  to  the  growing  economic  hardships  faced  by  the  average  American  family 
struggling  to  make  ends  meet. 

We  also  tabulated  the  cost  containment  features  of  the  plans  surveyed.  While 
these  innovations  served  to  keep  increases  below  what  they  would  otherwise  have 
been,  plan-by-plan  cost  containment  has  been  unable  to  tame  the  underlying  forces 
driving  up  the  cost  of  health  coverage. 

Many  employers  are  panicking.  The  only  way  out,  they  think,  is  to  shift  more  of 
the  risk  of  health  care  cost  increases  to  workers.  Nonunion  workers  have  no  insula- 
tion against  cost  shifting.  Union  workers  have  strongly  defended  their  health  cover- 
age. SEIU  analyzed  major  work  stoppages  in  1987  and  1989  and  found  that  health 
benefits  were  a  major  issue  in  strikes  that  involved  less  than  one-fifth  of  workers  on 
strike  just  3  years  ago.  In  1989,  the  proportion  had  risen  to  78  percent.  The  value  of 
the  lost  output  directly  associated  with  these  strikes  exceeded  $1.1  billion  last  year. 

There's  no  sign  that  this  trend  is  abating.  Containing  costs  by  shifting  them  to 
workers  through  increased  premium  sharing,  higher  deductibles  and  more  co-pays  is 
a  top  bargaining  objective  for  most  employers. 

SEIU  believes  that  the  timing  and  coordination  of  the  various  components  of  the 
Pepper  plan  merit  further  consideration.  The  delay  in  the  small  employer  mandate 
until  years  four  and  five  raises  the  obvious  question  of  how  many  small  employers 
actually  will  insure  their  workers  even  if  insurance  reforms  have  their  intended 
effect  of  moderating  premiums.  The  evidence  from  voluntary  incentives  approach 
would  be  greatly  enhanced  if  employers  were  given  access  to  the  public  plan  right 
from  the  start. 

Careful  consideration  must  be  given  to  how  the  competition  between  the  public 
plan  and  community-rated  insurance  will  play  itself  out.  How  can  private  insurers 
compete  with  the  public  plan  unless  both  face  the  same  schedule  of  provider  rates? 

The  public  plan  will  be  competing  against  self-insured  and  experience-rated  plans. 
Employers  with  stable,  and  therefore  older,  work  forces  may  find  that  they  can  save 
money  by  dumping  their  higher-than-average-utilization  groups  into  the  public  plan. 
Companies  with  lower-than-average  utilization  would  remain  self-insured  or  use  ex- 
perience-rated coverage.  This  would  drive  up  costs  in  the  public  plan. 

The  Pepper  recommendations  address  the  quality-cost  equation  by  calling  for 
practice  guidelines  and  funding  for  outcomes  research.  To  be  sure,  these  important 
initiatives  will  contribute  to  cost  containment.  Unfortunately,  their  impact  on  costs 
will  be  felt  only  gradually.  In  the  near  term,  double-digit  cost  escalation  will  contin- 
ue. 

Standardization  of  reimbursement  rates  across  the  public  plans  is  long  overdue. 
Raising  Medicaid  reimbursement  rates  will  curb  some  of  the  cost  shifting  from 
public  to  private  payers  that  currently  exists.  However,  this  still  leaves  private 
payers  on  their  own  in  negotiations  with  providers. 

SEIU  applauds  the  Pepper  Commission's  proposal  for  a  National  Cost  Contain- 
ment Commission.  It  will  provide  a  much-needed  forum  for  the  public  and  private 
sector  to  explore  the  difficult  issues  that  can  no  longer  be  avoided.  We  certainly 
hope  that  comprehensive  reimbursement  reform  will  be  on  the  agenda  of  the  Com- 
mission's first  meeting. 

SEIU's  experience  is  that  plan-by-plan  cost  containment  measures — whether 
HMO's,  managed  care,  PPO's  and  so  on — simply  cannot  get  a  handle  on  provider 
reimbursement.  This  uncoordinated  approach  doesn't  give  providers  enough  incen- 
tive to  control  costs.  Instead,  they  just  shift  the  cost  from  the  stronger  payers  to  the 
weaker  ones.  Plan-by-plan  cost  containment  becomes  a  game  of  beggar-thy-neigh- 
bor — one  plan's  discount  is  another  plan's  rate  increase.  Serious  consideration 
should  be  given  to  extending  the  Medicare  physician  payment  and  hospital  prospec- 
tive payment  systems  to  all  payers. 

Reimbursement  reform  must  be  accompanied  by  restrictions  on  balance  billing. 
Providers  must  be  prevented  from  charging  patients  more  than  the  public  plan 
allows.  Otherwise,  we  will  have  succeeded  only  in  controlling  the  costs  of  public  and 
private  plans  and  allowing  provider  income  to  continue  rising  entirely  at  the  ex- 
pense of  families  and  individuals. 

Once  again,  we  are  hearing  that  market  forces,  not  government  regulation,  are 
the  key  to  cost  containment.  This  time  it's  called  managed  care.  We  believe  the 
burden  is  on  those  who  advocate  a  market-based  approach  to  cost  containment  to 
demonstrate  its  effectiveness.  Every  other  industrial  country  uses  some  form  of 
single-payer  mechanism  to  regulate  provider  rates  and  total  health  care  spending. 
While  we  do  not  believe  that  the  United  States  should  imitate  any  country's  system, 
clearly  the  principle  is  sound  and  effective.  We  have  had  a  decade  of  retreating  reg- 
ulation in  favor  of  market-based  approaches  and  the  result  has  been  out-of-control 
health  care  costs. 
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The  recommendations  of  the  Pepper  Commission  reflect  the  growing  national  con- 
sensus around  addressing  together  the  problems  of  access,  cost  and  quality.  But  this 
consensus  is  a  delicate  one.  Moving  ahead  to  universal  access  without  comprehen- 
sive reimbursement  reform  could  seriously  jeopardize  this  consensus. 

In  my  opinion,  a  distinction  must  be  carefully  drawn  between  cost  sharing  and 
cost  containment.  Requiring  enrollees  to  pay  more  for  services  and  coverage  will 
surely  reduce  costs  for  public  and  private  plans — and  it  will  do  this  simply  by  shift- 
ing costs  from  governments  and  employers  to  the  individuals  and  families.  Cost 
sharing  does  not  help  reduce  aggregate  health  costs.  Seriously  ill  patients  cannot 
shop  around  for  the  best  price  nor  do  patients  control  decisions  about  the  course  of 
treatment.  Cost  sharing  has  the  biggest  impact  on  those  who  can  least  afford  it. 
Needed,  as  well  as  unneeded,  care  may  be  delayed — resulting  in  higher  costs  later. 
Perhaps  the  most  telling  argument  against  cost  sharing  as  a  form  of  aggregate  cost 
control  is  that  fact  that  other  countries  with  less  costly  health  care,  such  as  Canada, 
have  reduced  service  charges  to  a  nominal  amount  or  eliminated  them  entirely. 

The  cost  burden  on  individuals  is  already  quite  substantial.  According  to  the 
Health  Care  Financing  Agency,  households  finance  41.5  percent  of  all  health  spend- 
ing and  this  proportion  has  risen  since  the  early  1980's.  During  the  same  period, 
health  care  cost  inflation  has  gotten  worse,  not  better. 

The  appropriate  context  for  debating  cost  sharing  is  the  discussion  of  how  the  fi- 
nancial burden  of  our  health  care  system  should  be  distributed  among  individuals 
and  businesses.  The  existing  level  of  cost  sharing  must  be  acknowledged.  The  ques- 
tion then  becomes  whether  this  level  of  cost  sharing  should  be  raised.  After  all,  this 
is  the  most  regressive  way  to  finance  health  care  and  it  falls  heaviest  on  those  who 
are  sick.  A  better  way  for  individuals  to  contribute  to  the  cost  of  health  care  is 
through  the  more  progressive  income  tax.  SEIU  believes  that  the  Pepper  Commis- 
sion's plan  for  a  sliding  scale  cost  sharing  subsidy  for  workers  up  to  200  percent  of 
Federal  poverty  line  represents  the  right  approach. 

The  Pepper  Commission's  recommendations  on  comprehensive  health  care  mark 
the  beginning  of  a  new  phase  in  the  national  debate.  This  is  not  the  first  time  in  our 
history  that  we  have  debated  national  health  care  reform.  In  SEIU's  opinion,  we 
cannot  afford  to  turn  away  from  the  challenge  this  time.  The  number  of  working 
uninsured  is  rising,  not  falling.  Our  health  care  delivery  system  is  wracked  by  the 
effects  of  the  so-called  social  epidemics — AIDS,  drug  abuse,  homelessness — that 
show  no  signs  of  receding.  Medicare's  success  at  controlling  spending  only  raises  the 
stakes  for  private  payers. 

The  subcommittee's  hearings  on  the  Pepper  Commission  are  timely  and  will  help 
build  the  momentum  for  national  health  care  reform.  SEIU  urges  Congress  to 
match  progress  towards  universal  access  with  movement  towards  universal  contain- 
ment. 

Thank  you,  Mr.  Chairman. 

Mr.  Walgren.  Thank  you,  Mr.  Howley. 
Mr.  Krebs. 

STATEMENT  OF  FREDERICK  J.  KREBS 
Mr.  Krebs.  Thank  you,  Mr.  Chairman. 

My  name  is  Fred  Krebs.  I'm  the  Manager  of  the  Business  Gov- 
ernment Policy  Department  for  the  U.S.  Chamber  of  Commerce. 

Thank  you  for  this  opportunity  to  present  our  views  on  the  rec- 
ommendations of  the  Pepper  Commission  and  the  implications  for 
the  private  health  insurance  market.  Needless  to  say,  our  views 
will  differ  some  from  the  previous  witnesses. 

I  commend  the  Pepper  Commission  for  their  diligent  efforts  to 
address  the  very  serious  issues  of  access,  cost,  and  quality.  The 
Chamber  shares  the  goal  of  ensuring  financial  access  and  afford- 
able health  care  for  all  Americans. 

The  Chamber  views  the  Pepper  Commission's  recommendations 
on  access  to  health  care  as  a  mixed  bag.  We  were  disappointed  by 
the  emphasis  on  mandated  benefits  as  a  solution  to  the  access  prob- 
lem. Despite  the  best  efforts  of  the  Commission  to  ameliorate  the 


52 


impact  of  mandates  on  small  business,  the  fact  remains  that  man- 
dates will  cause  job  loss  and  will  hurt  those  they  purport  to  help. 

In  addition,  we  are  concerned  that  the  Pepper  Commission  rec- 
ommendations paid  insufficient  attention  to  the  cost  containment 
measures.  Without  a  handle  on  cost,  mandating  coverage  is  tanta- 
mount to  forcing  businesses  onto  a  runaway  train. 

We  were  pleased  that  the  small  group  health  insurance  market 
reforms  enjoyed  broad  support  among  the  Commission  members. 
We  have  long  advocated  similar  reforms,  as  well  as  other  legisla- 
tive changes,  that  would  make  health  insurance  more  available 
and  affordable  for  business. 

The  Chamber  first  testified  on  small  group  market  reform  on  Oc- 
tober 16,  1989,  before  Mr.  Waxman's  subcommittee. 

The  Chamber  believes  that  the  United  States  must  return  to  the 
traditional  concept  of  insurance,  the  spreading  of  risk  across  a  wide 
population.  To  achieve  the  goal  of  reassembling  these  risk  pools,  in- 
surers must  change  their  underwriting  practices. 

We  believe  that  such  changes  should  include  accepting  all  em- 
ployees when  providing  group  coverage  to  an  employer,  guarantee- 
ing renewal  of  the  group  at  pooled  rates,  imposing  no  new  preexist- 
ing condition  limitations  on  an  individual  who  has  been  continu- 
ously insured  when  that  individual  changes  employment  or  cover- 
age, and  providing  a  reinsurance  pooling  mechanism  to  spread 
risks  among  the  participating  insurers. 

Our  recommendations  regarding  small  group  market  reforms  are 
generally  consistent  with  those  of  the  Pepper  Commission,  but  spe- 
cific details  must  be  ironed  out.  We  do  not,  for  example,  recom- 
mend community  rating.  We  believe  that  the  underwriting  changes 
and  the  reinsurance  pooling  mechanism  will  have  a  similar  leaven- 
ing effect  upon  insurance  rates. 

We  are  encouraged  by  the  broad  support  that  these  reforms  have 
garnered  in  the  insurance  industry.  Because  of  the  degree  of  sup- 
port that  exists  for  insurance  reform,  it  is  our  hope  that  resolution 
of  this  issue  will  move  forward. 

Indeed,  at  the  State  level,  there  already  is  movement.  In  Con- 
necticut, a  consensus  has  been  achieved,  and  similar  reforms 
appear  likely  to  be  adopted  by  the  State  legislature. 

In  addition,  we  believe  that  other  reforms  are  necessary  to  ad- 
dress the  problems  of  cost,  quality,  and  access  to  health  care.  These 
reforms  are  detailed  in  my  written  statement,  so  I  will  just  summa- 
rize them  briefly. 

First,  we  do  believe  that  State  mandated  benefit  laws  should  be 
preempted.  We  also  believe  that  self-employed  individuals  should 
be  allowed  100-percent  deduction  for  their  health  expenses.  We 
think  that  medical  liability  reform  needs  to  be  undertaken  right 
now,  and  we  feel  that  the  Medicaid  program  needs  reform,  as  well. 

Admittedly,  this  is  an  incremental  approach,  but  I  firmly  believe 
that  we  cannot  wait  for  a  grand  solution  or  the  magic  bullet  that 
will  solve  all  our  problems.  I  am  afraid  that  day  may  never  come, 
but  we  should  move  forward  rapidly  in  those  areas  where  there  is  a 
broad  consensus,  like  reform  of  the  small  group  market. 

We  may  not  solve  all  our  problems,  but  we  can  make  progress. 
To  do  less  would  be  to  consign  this  Nation  to  the  status  quo  for 
health  care,  and  we  do  not  want  to  maintain  the  status  quo  at  a 
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time  when  that  means  rapidly-escalating  costs,  increasing  ques- 
tions about  quality,  and  a  growing  uninsured  population. 

At  the  same  time,  however,  I  must  emphasize  that  we  do  not 
favor  employer  mandates  or  national  health  insurance.  We  believe 
the  solutions  should  be  market-oriented,  with  the  Government  as- 
suming responsibility  for  the  indigent  and  business  picking  up  its 
share  and  individuals  picking  up  their  share,  as  well. 

We  believe  that  no  single  sector  can  solve  the  problem  of  access 
to  health  coverage.  Individuals,  the  government,  the  insurance  in- 
dustry, and  business  must  assume  roles  most  suited  to  them. 

Thank  you  very  much,  Mr.  Chairman. 

[Testimony  resumes  on  p.  64.] 

[The  prepared  statement  and  attachment  of  Mr.  Krebs  follow:] 

Statement  of  Frederick  J.  Krebs,  U.S.  Chamber  of  Commerce 

Mr.  Chairman  and  members  of  the  subcommittee,  my  name  is  Frederick  J.  Krebs. 
I  am  manager  of  the  Business-Government  PoUcy  Department  of  the  U.S.  Chamber 
of  Commerce.  I  am  accompanied  by  Karen  Berg  Brigham,  manager  of  health  care 
policy  for  the  Chamber. 

I  commend  the  chairman  and  the  members  of  this  subcommittee  for  conducting 
this  hearing.  Health  insurance  is  an  issue  of  great  interest  and  importance  to  the 
Chamber's  180,000  members,  which  include  businesses  of  all  sizes  and  types;  2,700 
State  and  local  chambers  of  commerce;  and  1,200  trade  and  professional  associa- 
tions. I  will  focus  my  remarks  upon  the  recommendations  of  the  Pepper  Commission 
and  the  implications  for  the  private  health  insurance  market.  I  also  will  highlight 
the  Chamber's  recommendations. 

The  Pepper  Commission  members  worked  diligently  in  their  efforts  to  address  the 
very  serious  issues  of  access,  cost  and  quality  of  health  care.  The  Chamber  shares 
the  goal  of  ensuring  financial  access  to  affordable  health  care  for  all  Americans. 

On  March  2,  1990,  the  Pepper  Commission  released  its  recommendations  for  ad- 
dressing the  problem  of  growing  gaps  in  coverage.  The  Chamber  views  the  Pepper 
Commission's  recommendations  on  access  to  health  care  as  a  mixed  bag,  and  was 
disappointed  by  the  emphasis  on  mandated  benefits  as  a  solution  to  the  access  prob- 
lem. Despite  the  best  effort  of  the  Commission  to  ameliorate  the  impact  of  mandates 
on  small  business,  the  fact  remains  that  mandates  will  cause  job  loss  and  will  hurt 
those  they  purport  to  help. 

But  we  are  pleased  that  the  small  group  health  insurance  market  reforms  enjoyed 
broad  support  among  the  Commission  members.  We  have  long  advocated  similar  re- 
forms as  well  as  other  legislative  changes  that  would  make  health  insurance  more 
available  and  affordable  for  business.  Indeed,  we  first  testified  on  this  issue  on  Octo- 
ber 16,  1989,  before  the  Subcommittee  on  Health  and  the  Environment. 

I  will  address  the  questions  raised  by  the  subcommittee  in  its  invitation  to  testify. 

1.  Has  private  health  insurance  failed  to  fulfill  its  role  in  meeting  society's  need 
for  expanded  access  to  health  care,  and  if  so,  how? 

The  vast  majority  of  Americans  has  health  coverage  through  private  health  insur- 
ance. At  the  end  of  1987,  more  than  181  million  Americans  had  health  insurance 
coverage  through  commercial  insurance  companies.  Blue  Cross  and  Blue  Shield 
plans,  self-insured  employer  plans  and  prepaid  plans,  such  as  health  maintenance 
organizations.  (HMO's). 

That  is  not  to  say  that  the  system  is  working  perfectly.  The  fact  that  costs  are 
escalating  rapidly  while  more  than  31  million  Americans  do  not  have  coverage  is 
evidence  that  all  is  not  well.  While  the  problems  of  spiraling  health  care  costs  and 
growing  gaps  in  health  coverage  have  been  well-documented  in  recent  years  (see  Ap- 
pendices A  and  B),  the  plight  of  small  business  in  the  health  insurance  marketplace 
has  not. 

According  to  the  Census  Bureau,  13  million  of  the  more  than  31  million  Ameri- 
cans who  lack  health  insurance  are  full-time,  full-year  employees  and  their  depend- 
ents. Sixty-five  percent  of  the  employed  uninsured  work  for  firms  with  fewer  than 
25  employees,  according  to  the  Small  Business  Administration. 

Most  small  employers  want  to  offer  health  insurance  to  their  employees.  But 
many  currently  find  health  insurance  difficult  or  nearly  impossible  to  obtain— or 
completely  unaffordable. 
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Medical  cost  inflation  has  taken  its  toll.  Overall,  businesses  currently  face  annual 
health  care  cost  increases  averaging  20  percent.  Many  small  businesses  have  been 
hit  with  even  larger  increases.  Since  1980,  employer-paid  insurance  costs  have  risen 
nearly  three  times  faster  than  wages. 

Administrative,  marketing  and  brokerage  costs  add  25  to  40  percent  to  the  cost  of 
health  insurance  premiums  for  small  businesses.  These  costs  are  higher  for  small 
businesses  because  an  insurance  carrier  or  agent  may  have  to  perform  administra- 
tive or  claims-management  functions  handled  internally  by  a  larger  client. 

Small  businesses  face  other  obstacles  as  well. 

First,  small  employers  usually  do  not  have  easy  access  to  managed  care  plans, 
which  have  been  successful  in  restraining  costs.  Managed  care  options  include 
HMO's,  which  provide  all  health  services  to  members  for  a  flat  fee,  and  preferred 
provider  organizations,  in  which  affiliated  medical  practitioners  provide  services  at 
a  discount.  HMO's  often  do  not  write  accounts  for  companies  with  fewer  than  25 
employees.  In  addition,  many  insurance  carriers  do  not  offer  benefit  plans  with  ag- 
gressive managed  care  features  to  their  small  business  customers. 

Second,  current  tax  laws  discriminate  against  self-employed  (primarily  small) 
business  owners  by  allowing  only  a  25  percent  deduction  for  their  health  insurance 
expenses,  while  corporations  may  deduct  100  percent  of  their  health  expenses. 

Third,  small  business  employers  do  not  have  sufficient  assets  to  self-insure  their 
health  care  risks.  These  companies  must  purchase  insured  plans,  which  are  regulat- 
ed at  the  State  level.  State  mandated  benefit  laws  require  carriers  to  include  bene- 
fits that  add  an  estimated  20  percent  to  the  cost  of  health  plans  in  some  States. 

Finally,  the  increasing  trend  toward  self-insurance  by  medium  to  large  firms  has 
forced  health  insurance  companies  to  maximize  their  profits  in  the  small  group 
market.  The  forces  of  very  tough  competition  in  the  health  insurance  industry  are 
driving  insurance  companies  to  stricter  underwriting  practices  for  small  business. 

Underwriting  is  how  insurers  determine  who  they  will  cover.  Insurers  often  segre- 
gate workers  considered  to  be  "high  risks"  from  group  rates  and  price  them  sepa- 
rately or  exclude  preexisting  conditions.  This  segmentation  is  particularly  insidious 
for  small  businesses  because  they  are  not  large  enough  to  average  out  healthy  work- 
ers with  less  healthy  workers  and  also  do  not  have  the  market  clout  to  insist  upon 
group  rates  and  equal  coverage  for  their  employees. 

Insurance  companies  compete  on  the  basis  of  risk  selection.  Statistics  underscore 
the  reasons.  Approximately  5  percent  of  the  U.S.  population  account  for  about  50 
percent  of  national  health  €!xpenditures;  20  percent  account  for  about  80  percent  of 
the  expenditures.  Therefore,  who  is  in  an  insurance  company's  risk  pool  is  critical 
to  that  insurer's  profitability. 

An  insurer  with  a  high-risk  clientele  must  charge  more  than  its  competitors  and 
becomes  less  competitive;  moreover,  it  attracts  more  of  the  higher  risks  who  cannot 
obtain  coverage  elsewhere.  Such  a  company  could  pay  more  in  claims  than  is  cov- 
ered by  premiums.  This  has  happened  to  several  carriers  in  recent  years,  forcing 
some  out  of  business.  In  short,  competitively  forced  underwriting  is  destroying  the 
insurance  market  for  small  businesses. 

In  an  environment  where  there  is  no  constraint  on  the  risk-selection  process,  one 
cannot  expect  an  insurance  carrier  to  sell  insurance  policies  for  social  policy  reasons 
if  doing  so  will  destroy  it  in  the  marketplace. 

The  private  insurance  market  cannot  be  called  a  failure.  It  provides  access  to 
health  care  for  most  Americans.  But  there  is  no  question  that  the  system  can  and 
indeed  must  be  improved. 

The  Pepper  Commission  called  for  specific  reforms  of  the  small  group  health  in- 
surance market,  which  include  prohibition  of  preexisting  condition  exclusions  and 
denials  of  coverage  to  individuals  within  a  group;  guaranteed  acceptance  of  all 
groups  wishing  to  purchase  insurance;  a  requirement  that  rates  be  set  on  the  same 
terms  for  all  groups  in  specified  areas  (selective  increases  for  any  group  in  a  plan 
would  be  prohibited);  and  establishment  of  a  self-financed  voluntary  reinsurance 
mechanism  through  which  insurers  could  reinsure  high-risk  persons  or  groups. 

The  Chamber  agrees  that  the  United  States  must  return  to  the  traditional  con- 
cept of  insurance — the  spreading  of  risk  across  a  wide  population.  To  achieve  this 
goal,  insurers  must  change  their  underwriting  practices.  The  Chamber  believes  that 
such  changes  should  include: 

Accepting  all  employees  when  providing  group  coverage  to  a  company; 

Guaranteeing  renewal  of  a  group  at  pooled  rates,  once  the  group  has  been  accept- 
ed; 

Imposing  new  preexisting  condition  limitations  on  an  individual  who  has  been 
continuously  insured  when  that  person  changes  employment  or  coverage;  and 
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Providing  a  reinsurance  pooling  mechanism  to  provide  direct  access  to  small  em- 
ployers who  have  been  rejected  to  spread  risks  among  participating  insurers  and 
HMO's. 

Our  recommendations  regarding  small  group  market  reforms  are  generally  con- 
sistent with  those  of  the  Pepper  Commission.  But  many  specific  details  must  be 
ironed  out.  We  do  not,  for  example,  recommend  community  rating.  We  believe  that 
the  underwriting  changes  and  reinsurance  pooling  mechanism  will  have  a  leavening 
effect  upon  insurance  rates.  There  is  also  the  question  of  how  the  reinsurance  mech- 
anism should  be  financed.  The  Chamber  is  continuing  to  focus  on  these  issues 
within  its  policy  process. 

We  are  encouraged  by  the  broad  support  that  these  reforms  have  garnered.  The 
insurance  industry  is  to  be  commended  for  its  efforts  in  this  regard. 

Because  of  the  degree  of  support  that  exists  for  reform,  it  is  our  hope  that  resolu- 
tion of  this  issue  will  move  forward  quickly.  Indeed,  at  the  State  level  there  already 
is  movement.  The  Connecticut  Blue  Ribbon  Commission  on  State  Health  Insurance, 
representing  consumers,  providers,  insurers,  large  and  small  businesses  and  advo- 
cates for  children  and  the  disabled,  has  achieved  strong  consensus  on  a  proposal 
that  includes  recommendations  to  bring  stability  to  the  small  group  market. 

The  Chamber  believes  that  the  private  insurance  market  should  continue  to  play 
a  dominant  and  key  role  in  providing  health  insurance  to  most  Americans.  It 
strongly  supports  the  retention  and  improvement  of  the  current  public-private 
system,  which  is  built  upon  voluntary,  employer-provided  health  coverage.  Reform 
of  the  system  as  outlined  above  would  do  much  to  ensure  stability  and  predictability 
in  the  private  small  group  health  insurance  market  and  thereby  expand  access  to 
coverage. 

Another  element  of  the  Pepper  Commission's  recommendations  is  the  creation  of 
a  public  plan  that  is  financed  and  administered  primarily  by  the  Federal  Govern- 
ment. The  Chamber  strongly  opposes  the  "play  or  pay"  employer  mandate  that 
would  partially  finance  this  program  and  is  very  concerned  about  the  potential 
effect  that  this  public  competitor  to  private  health  insurance  would  have  on  the 
long-term  viability  of  the  private  market. 

Federal  legislative  or  regulatory  action  likely  will  be  necessary  to  achieve  reform 
of  the  small  group  market  because  of  the  competitive  pressures  in  the  insurance  in- 
dustry. Otherwise,  insurers  that  voluntarily  make  these  changes  for  social  policy 
reasons  will  incur  substantial  losses.  One  approach  might  be  to  amend  the  Employ- 
ee Retirement  Income  Security  Act  (ERISA)  to  permit  insured  (as  well  as  self-in- 
sured) plans  to  have  access  to  the  ERISA  rules,  provided  the  carriers  offering  such 
plans  conform  to  certain  underwriting  and  reinsurance  standards. 

In  addition,  the  Chamber  believes  that  other  reforms  are  necessary  to  address  the 
problems  of  cost,  quality  and  access  to  health  care.  Attached  is  a  copy  of  the  Cham- 
ber's Statement  on  Access  to  Health  Care,  which  outlines  its  specific  policy  recom- 
mendations (see  Appendix  C).  I  would  like  to  highlight  several  of  the  specific  recom- 
mendations: 

Preemption  of  State  benefit  mandates — Nearly  700  benefit  mandates  in  the  States 
require  insurers  to  include  specific  benefits  in  health  plans.  One  rationale  for  the 
benefit  mandates  is  to  ensure  access  to  the  services  of  alterntive  providers.  But  the 
practical  result  has  been  increased  premium  costs  for  businesses  that  purchase  in- 
sured health  plans — primarily  small  businesses.  It  also  has  had  the  effect  of  driving 
those  businesses  with  adequate  financial  resources  to  self-insure  their  health  risks 
in  order  to  escape  this  burden.  Consider  the  statistics:  In  1980,  fewer  than  10  per- 
cent of  employer-provided  health  plans  were  self-insured.  Today,  55  to  60  percent  of 
employer  plans  are  self-insured. 

The  Chamber  applauds  the  efforts  of  legislators  in  Virginia  and  Washington  State 
to  make  health  insurance  more  affordable  for  small  employers  by  exempting  com- 
mercial health  insurance  policies  sold  to  certain  small  companies  from  including  the 
full  scope  of  benefits  that  those  States  now  require.  These  legislators  understand 
that  mandates  are  not  worth  the  paper  they  are  printed  on  if  they  force  these  small 
j     companies  to  drop  their  health  insurance  plans  and  thus  leave  many  employees 
I     without  even  basic  coverage.  By  reducing  the  scope  of  mandated  benefits  and  there- 
by lowering  the  cost  of  insurance,  employers  are  much  more  likely  to  offer  group 
I     coverage  and  thus  reduce  the  number  of  uninsured  workers.  The  Chamber  supports 
i     elimination  of  these  burdensome  mandates  and  is  pleased  that  this  was  among  the 
I     Pepper  Commission's  recommendations. 

j        One  hundred  percent  deduction  for  health  insurance  expenses  of  self-employed  in- 
!     dividuals — Self-employed  small  business  owners  may  deduct  only  25  percent  of  their 
I     health  insurance  expenses,  while  incorporated  businesses  may  deduct  100  percent. 
The  fact  that  health  insurance  is  not  fully  deductible  for  the  self-employed  is  cer- 
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tainly  one  major  reason  for  that  group's  being  the  least  likely  to  purchase  or  offer 
health  insurance.  Twenty-nine  percent  of  sole  proprietorships  with  one  to  nine  em- 
ployees have  coverage,  whereas  70  percent  of  similarly  sized  incorporated  businesses 
(that  enjoy  100  percent  deduction)  have  health  insurance.  The  Chamber  supports  in- 
creasing this  important  deduction  to  100  percent  and  extending  it  permanently. 

Encouragement  of  small  group  pooling  arrangements — Group  pooling  arrange- 
ments help  small  firms  to  obtain  health  care  coverage  on  a  more  cost-effective  basis 
than  an  individual  firm  might  be  able  to  obtain  it.  However,  confusion  exists  over 
the  regulatory  status  of  certain  pooling  arrangements,  known  as  multiple  employer 
welfare  arrangements;  the  Chamber  believes  that  this  should  be  clarified. 

Address  factors  driving  health  care  inflation — the  reasons  for  the  inflationary 
spiral  are  complex,  ranging  from  the  aging  of  the  population  to  the  litigiousness  of 
society.  While  the  demographic  trends  are  a  given,  there  are  steps  that  can  and 
should  be  taken  to  address  other  factors,  including  the  degree  of  waste  resulting 
from  defensive  medical  practices  (see  Appendix  D).  The  Chamber  supports  the  devel- 
opment of  national  medical  practice  standards  and  is  pleased  that  this  effort  will  be 
spearheaded  through  the  newly  created  Agency  for  Health  Care  Policy  and  Re- 
search. 

The  Chamber  believes  that  this  process  should  be  taken  one  step  further,  with  the 
use  of  such  standards  tied  to  protection  from  malpractice  claims  under  State  law, 
provided  the  physician  has  used  due  care  in  their  application.  The  seeds  of  this  ap- 
proach are  already  present  in  the  Peer  Review  Organization  (PRO)  provisions  of  the 
Medicare  law.  Section  1320c-6  of  Title  42  of  the  U.S.  Code  now  protects  any  health 
care  provider  from  civil  liability  on  account  of  action  taken  in  compliance  with  "pro- 
fessionally developed  norms  of  care  and  treatment"  applied  by  a  PRO,  provided  he 
uses  due  care. 

Reform  of  the  Medicaid  program — The  United  States  must  ensure  that  the  public 
sector  meets  the  health  care  needs  of  the  indigent.  Currently,  11  million  Americans 
with  incomes  below  the  poverty  level  do  not  qualify  for  coverage  under  Medicaid. 
The  Chamber  supports  expansion  of  the  Medicaid  program  so  that  all  Americans 
with  incomes  below  the  Federal  poverty  level  are  ensured  coverage.  We  currently 
are  working  with  an  unusual  coalition,  which  includes  representatives  of  business, 
physicians,  hospitals,  insurers  and  children's  advocacy  groups  in  support  of  expand- 
ed Medicaid  eligibility  for  poor  pregnant  women  and  children.  The  Chamber  also 
believes  that  provisions  should  be  made  for  the  near  poor  to  ensure  that  uninsured 
individuals  on  the  fringes  of  the  work  force  have  financial  access  to  coverage. 

Admittedly,  this  is  an  incremental  approach.  But  such  an  approach  should  not  be 
viewed  as  equivocation.  The  U.S.  Congress  should  move  forward  in  those  areas 
where  there  is  broad  consensus.  To  do  less  would  be  to  consign  this  Nation  to  the 
status  quo  for  health  care.  Let  me  assure  you  that  the  business  community  does  not 
want  to  maintain  the  status  quo  at  a  time  when  that  means  rapidly  escalating  costs, 
increasing  questions  about  quality  of  care  and  a  growing  uninsured  population.  At 
the  same  time,  however,  I  must  emphasize  that  the  Chamber  does  not  favor  employ- 
er mandates  or  a  national  health  insurance  approach.  Solutions  should  be  market 
oriented,  with  Government  assuming  responsibility  for  the  indigent.  Individuals, 
Government  and  business  must  assume  appropriate  obligations. 

The  Pepper  Commission  recommendations  provide  a  starting  point  for  discussion 
and  will  aid  in  the  continuing  refinement  of  these  issues  in  order  to  determine  the 
areas  of  consensus  and  disagreement.  We  must  move  forward  in  those  areas  where 
consensus  exists. 

Given  the  strong  and  broad  support  for  small  group  health  insurance  market 
reform,  this  is  a  logical  starting  point.  It  is  a  positive  step  that  can  be  taken  right 
now  to  help  a  significant  portion  of  the  uninsured  population— the  working  unin- 
sured. 

Mr.  Chairman,  the  Chamber  commends  you  for  your  leadership  in  this  area  and 
stands  ready  to  assist  you  as  you  continue  to  work  on  these  issues. 
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APPENDIX  A 


EXPENDITURES  FOR  HEALTH  CARE  AS  A  PERCENTAGE 
OF  CORPORATE  AFTER-TAX  PROFIT: 
CALENDAR  YEARS  1965-1987 


44.7 

36.8       36.6  ■ 
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Sources:      Health  Care  Financing  Administration,  Office  of  tiie  Actuary,  and 
Health  Insurance  Association  of  America 
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APPENDIX  B 

A  PROFILE  OF  HEALTH  INSURANCE  IN  THE  UNITED  STATES 


INSURED  U.S.  POPULATION  THE  UNINSURED 


Total  U.S.  population:  241.2  million 
(1987) 

Insured  Individuals: 
(Some  type  of  public  or  private 
insurance): 
210.0  million  people  (87.1%) 

Private  Health  Insurance: 
181.4  million  (75.2%) 

Employer-sponsored  Health 
Insurance:  147.6  million  (61.2%) 

Medicaid:  20.9  million  (8.7%) 


THE  EMPLOYED  UNINSURED 


16.6  million  employed  uninsured 

Annual  Employment: 

7.7  million  employed  full-time, 
all  year 

1 .4  million  employed  part-time, 
all  year 

5.4  million  employed  full-time, 
part  year 

2.1  million  employed  part-time, 
part  year 


1987:  31,1  miilion 

|fl'f#-6f  tHe  Dopulation) 

■  ^     -  :  -  3d 
\y  -  per  week) 

:  age  15 


Source:  March  1988  Current  Population  Survey  (CPS) 
APRIL  1990  -  U.S.  CHAMBER  OF  COMMERCE 
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APPENDIX  C 

U.S.  Chainber  of  Coirsiiit^rcL^ 


\Va>hin«4((>n.  DA  .  2()(!{>2 


STATEMENT  ON  ACCESS  TO  HEALTH  CARE 


I.  COMMITMENT  TO  AN  INITIATIVE  ON  COST,  QUALITY  AND  ACCESS 

A  policy  goal  of  the  U.S.  Chamber  of  Commerce  is  to  increase  financial  access  to 
health  care,  constrain  health  care  costs  and  enhance  quality.  As  health  care  costs 
climb  nationally,  the  issue  of  financial  access  to  care  is  inextricably  linked  with  the 
issues  of  costs  and  quality.  These  three  issues  must  be  dealt  with  in  tandem  in  order 
to  forge  a  consensus  of  payors,  providers  and  consumers. 

II.  GOAL:  REDUCE  THE  NUMBER  OF  UNINSURED  PERSONS  BY  TWO-THIRDS 
TO  THREE-QUARTERS  WITHIN  A  REASONABLE  PERIOD  OF  TIME,  AS  PART  OF 
A  LONG-TERM  COMMITMENT  TO  UNIVERSAL  FINANCIAL  ACCESS  TO  CARE 

The  Chamber  supports,  as  a  long-term  goal,  a  system  of  public  and  private  insurance 
that  would  assure  universal  financial  access  to  appropriate  health  care.  Even  while  the 
nation  searches  for  the  means  to  achieve  that  long-term  goal,  the  Chamber  supports 
immediate  action  to  lessen  the  number  of  uninsured  through  a  mix  of  public  and 
private  initiatives.  A  reasonable  target  for  such  short-term  steps  would  be  to  reduce 
the  number  of  uninsured  by  two-thirds  to  three-quarters  within  a  reasonable  period  of 
time.  Such  an  effort  will  require  a  partnership  of  the  public  and  private  sectors  with 
neither  sector  asked  to  undertake  financing  burdens  more  appropriate  to  the  other. 

III.  PROPOSAL:  EXPAND  MEDICAID  TO  ADDRESS  THE  NEEDS  OF  THE  POOR 
AND  NEAR-POOR 

Approximately  32  percent  of  the  uninsured  population  is  poor  -  defined  as  those  with 
incomes  below  the  federal  poverty  level.  Currently,  only  40  percent  of  Americans  with 
incomes  below  the  poverty  line  receive  assistance  from  the  Medicaid  program. 
Differing  state  priorities  and  a  growing  elderly  population  with  chronic  care  and  nursing 
home  needs  have  diluted  the  effect  of  this  federal/state  program  originally  designed  to 
increase  access  to  basic  health  care  for  the  indigent.  The  U.S.  Chamber  of 
Commerce  supports  a  four-part  plan  to  address  the  health  care  needs  of  the  poor  and 
near-poor  who  do  not  have  financial  access  to  primary  care  coverage: 

A.  Assure  basic  Medicaid  coverage  to  all  Americans  with  incomes  below  the 
federal  poverty  level,  restoring  the  original  intent  of  this  program  and  defining  clearly 
the  public  sector's  responsibility. 

B.  Allow  persons  with  incomes  between  100  and  150  percent  of  the  federal 
poverty  level  to  purchase,  for  a  sliding-scale  premium,  primary  care  coverage  through 
Medicaid. 
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C.  Permit  persons  with  incomes  above  the  poverty  level  who  have  large 
medical  expenses  to  "spend  down"  and  become  eligible  to  receive  full  Medicaid 
coverage  once  income  is  reduced  to  the  federal  poverty  level. 

D.  To  ease  an  individual's  transition  from  welfare  or  Medicaid,  provide  states 
the  option  of  paying  Medicaid-eligible  employees'  share  of  premium  and  other  costs 
where  private  employer-based  coverage  is  available. 

In  recognition  of  state  and  federal  budget  constraints,  the  Chamber  supports 
various  options  for  phasing-in  expanded  Medicaid  coverage,  within  the  following 
priorities: 

--  Mothers  and  children,  with  the  youngest  children  receiving  greatest  priority; 

--  Phase  up  medical  eligibility  by  percentage  of  poverty  level,  beginning  with  the 
"poorest  poor"; 

--  Primary  care  coverage. 

IV.  PROPOSAL:  PROVIDE  ACCESS  TO  STATE  POOLS  FOR  HIGH  RISK 
INDIVIDUALS 

A  small  but  socially  significant  percent  of  the  uninsured  population  is  comprised  of 
nonpoor  persons  who  are  unable  to  purchase  private  health  insurance  because  they 
are  substandard  health  risks.  The  U.S.  Chamber  of  Commerce  supports  federal 
legislation  which  would  require  establishment  of  state  pools  for  uninsurable 
individuals,  with  losses  financed  by  state  general  revenues  or  other  broad  based 
funding.  Thus  far,  16  states  have  established  such  risk  pools. 

V.  PROPOSAL:  PROMOTE  EXPANDED  VOLUNTARY  COVERAGE  THROUGH 
THE  WORKPLACE 

Approximately  two-thirds  of  the  uninsured  population  has  some  nexus  to  the 
workplace  (i.e.  workers,  spouses  or  dependents).  The  problem  among  this  population 
is  especially  prevalent  within  the  small  business  sector  where  normal  insurance 
administrative  and  underwriting  mechanisms  can  make  affordable  insurance  difficult  to 
obtain.  The  Chamber  is  committed  to  finding  ways  to  extend  private,  voluntary 
insurance  coverage  without  at  the  same  time  producing  job  loss.  Part  of  this  effort 
must  involve  creating  cost  containment  and  quality  improvement  inducements  that  will 
encourage  employers  to  expand  coverage.  The  Chamber  supports  the  following 
specific  proposals: 

A.  Self-employed  persons  and  unincorporated  firms  should  be  given  a  100 
percent  deduction  for  health  benefits  costs.  Unincorporated  firms  are  about  half  as 
likely  as  other  companies  to  provide  health  care  coverage  to  owners  and  workers. 
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Currently,  these  firms  may  deduct  only  25  percent  of  these  costs  and  even  this 
deduction  will  lapse  at  the  end  of  1989. 

B.  Multiple  Employer  Trust  (MET)  arrangements  should  be  encouraged.  These 
are  group  arrangements  formed  to  help  small  firms  obtain  health  care  coverage  on  a 
more  cost-effective  basis  than  such  a  firm  might  be  able  to  achieve  alone.  Use  of 
improved  cost  containment,  quality  and  appropriateness  methods  in  these  programs 
can  make  them  affordable  to  larger  cross  section  of  employers.  However,  numerous 
federal  and  state  regulatory  impediments  have  discouraged  the  proliferation  of  these 
arrangements.  If  necessary,  such  impediments  should  be  preempted  by  federal 
action. 

C.  The  private  health  insurance  and  HMO  industries  must  make  special  efforts 
to  guarantee  the  availability  of  affordable  health  insurance  to  small  businesses.  To 
that  end,  insurance  underwriting  practices  that  prevent  the  pooling  of  good  and  bad 
risks  within  small  employer  pools  must  be  constrained.  Specifically,  the  insurance  and 
HMO  industries  should  give  consideration  to:  (a)  limiting  medical  underwriting  of 
individuals  within  a  firm  (so  that  the  whole  group  is  accepted  or  not);  (b)  guaranteeing 
renewal  of  a  group,  at  pooled  rates,  once  it  has  been  accepted  (no  renewal 
underwriting);  (c)  imposing  no  new  pre-existing  conditions  on  an  individual  who  has 
been  continuously  insured  if  such  individual  is  changing  employment  or  coverage;  and 
(d)  providing  a  reinsurance  pooling  mechanism  to  spread  risks  among  participating 
insurers  and  HMOs  and  to  provide  direct  access  to  small  employers  who  have 
otherwise  been  rejected.  Any  losses  from  such  a  reinsurance  pool  should  be  shared 
fairly  based  on  who  benefits  from  the  mechanism. 

D.  State-level  benefit  mandates  and  barriers  to  managed  care  programs  should 
be  preempted.  More  than  640  specific  state  mandates  now  require  insurers  to  include 
particular  benefits  in  health  plans  (e.g.,  mental  health  or  chiropractic  coverages)  which 
make  insurance  more  costly  to  employers  with  insured  plans. 

There  is  increasing  legislative  activity  at  the  state  level  which  has  the  effect  of  \ 
undercutting  cost-containment  efforts  by  limiting  managed  care  arrangements.  This 
involves  such  measures  as  limitations  on  the  ability  to  form  preferred  provider 
arrangements  or  to  provide  economic  incentives  to  employees  to  select  such 
arrangements.  Such  barriers  to  managed  care  should  be  removed  by  federal  or  state 
action. 

E.  Federal  benefit  mandates  (e.g..  Section  89,  COBRA)  should  be  repealed  or 
simplified  for  employers. 
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VI.  PROPOSAL:  PROMOTE  THE  DEVELOPMENT  OF  NATIONAL  MEDICAL 
PRACTICE  STANDARDS  TO  ASSURE  APPROPRIATE  AND  EFFECTIVE  CARE 

A  significant  percentage  of  services  delivered  in  our  health  care  system  are  judged  by 
researchers  to  be  either  inappropriate  or  ineffective.  Further,  research  has  shown 
wide  variations  in  the  use  of  procedures  across  different  geographic  regions  with  no 
apparent  medical  justification.  The  development  of  practice  guidelines,  review 
protocols  and  outcomes-based  assessments  through  a  national  effort  led  by 
physicians  and  scientists  is  the  key  to  removing  this  degree  of  waste  from  the  system. 
Use  of  such  standards  with  due  care  by  physicians  should  carry  with  it  protection  from 
unwarranted  malpractice  claims.  The  Chamber  therefore  supports: 

A.  A  national  medical-scientific  effort,  supported  by  expanded  Federal  funding, 
to  develop  and  implement  national  medical  practice  standards;  and 

B.  Tying  the  use  of  such  standards  by  physicians  to  protection  from 
malpractice  claims  under  state  law,  provided  the  physician  has  used  due  care  in  their 
application. 


APPROVED  BY  THE  BOARD  OF  DIRECTORS  JUNE  14,  1989 
REVISED  NOVEMBER  8,  1989 
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DEFENSIVE  MEDICINE 


•  It  is  estimated  that  20-30  percent  of  the  tests  performed  by  physicians  are  for 
defensive  medical  purposes  (e.g.,  creating  a  performance  file  in  case  a  lawsuit  is  filed). 

•  These  defensive  medical  practices  cost  an  estimated  $15-40  billion  a  year. 

•  A  study  by  Medical  Economics  found  that  70  percent  of  physicians  order  more 
consultations,  66  percent  order  more  diagnostic  tests,  54  percent  order  more  follow- 
up  visits,  and  28  percent  do  procedures  themselves  that  in  the  past  would  have  been 
delegated  to  other  medical  personnel  -  all  in  an  effort  to  protect  themselves  from 
unwarranted  malpractice  suits. 

•  According  to  the  same  study,  26  percent  of  physicians  ordered  at  least  $50,000  of 
unnecessary  tests  per  year;  14  percent  were  found  to  order  more  than  $100,000  of 
unnecessary  tests  each  year. 

•  During  the  mid  1980s,  medical  liability  was  the  fastest-growing  component  of 
physicians'  practice  expenses,  rising  at  an  average  annual  rate  of  21.9  percent;  more 
than  50  percent  of  a  physician's  liability  premium  goes  to  claims  resolution  rather  than 
to  paying  awards  to  individuals  injured  by  medical  malpractice. 

•  More  than  80  percent  of  the  malpractice  cases  lawyers  file  involve  no  negligence. 

•  The  GAO  estimates  that  of  the  total  $807  million  spent  on  insurer  defense  costs, 

43  percent,  or  $349  million,  was  spent  on  claims  that  ultimately  were  closed  in  favor  of 
the  defendant  with  no  award  to  the  patient. 

•  Increasing  claims,  settlements  and  awards  affect  health  care  costs  in  several  ways: 
(1)  higher  professional  liability  insurance  premiums;  (2)  changes  in  practice  patterns 
designed  to  reduce  professional  liability  risks,  ultimately  affecting  fees  and  utilization 
levels  for  physicians'  services;  and  (3)  costs  associated  with  incurring  claims  that  are 
excluded  from  professional  liability  premiums. 

•  Malpractice  decreases  access  to  health  care.  An  August  1987  report  issued  by  a 
special  task  force  of  the  Department  of  Health  and  Human  Services  noted  "increasing 
reports  of  diminution  in  availability  of  care." 

•  In  the  handful  of  states  where  strong  reform  has  been  achieved  (including 
California,  Indiana  and  Virginia)  the  trends  are  promising.  California's  medical 
malpractice  reform  resulted  in  a  $6.5  million  savings  in  indemnity  payments  in  1987. 

•  The  development  of  practice  guidelines  through  a  national  effort  led  by  physicians 
and  scientists  is  key  to  removing  waste  from  the  system.  Use  of  such  standards 
should  carry  with  it  protection  from  unwarranted  malpractice  claims. 

•  Further  federal  intervention  may  be  necessary.  Reform  measures  that  should  be 
explored:  modification  of  statutes  of  limitation;  structured  settlements  and  awards;  and 
limitations  on  non-economic  damages. 


April  1990 
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Mr.  Walgren.  Thank  you,  Mr.  Krebs. 
Mr.  Maher. 

STATEMENT  OF  WALTER  B.  MAHER 
Mr.  Maher.  Thank  you,  Mr.  Chairman. 

My  name  is  Walter  Maher.  I  am  director  of  Federal  Relations  for 
Chrysler's  Human  Resources  Office. 

While  the  subject  of  this  morning's  hearing  is  the  private  insur- 
ance industry,  let  me  suggest  that  no  one,  including  the  insurance 
industry,  as  well  as  Government,  business,  labor,  and  the  entire 
health  industrial  complex  in  this  country,  has  fulfilled  their  role  in 
meeting  society's  need  for  expanded  access  to  affordable  health 
care. 

The  massive  over-consumption  of  health  services  in  our  country 
does  not  occur  in  a  vacuum.  Three  segments  of  our  society  have 
been  particularly  hard  hit.  Tens  of  millions  of  citizens  have  either 
been  denied  access  to  the  system  or  squeezed  out  of  it;  small  busi- 
ness, the  majority  of  whom  offer  coverage  to  employees,  have  been 
hit  with  staggeringly  high  cost  increases;  and  those  businesses  in- 
volved in  international  competition. 

The  Pepper  Commission  recommendations  address  many  con- 
cerns of  the  business  community.  The  expansion  of  public  program 
coverage  for  the  poor  is  long  overdue,  as  is  increasing  Medicaid  re- 
imbursement for  doctors  and  hospitals.  All  publicly  financed  health 
programs  should  be  operated  so  as  not  to  cause  providers  to  shift 
costs  to  private  sector  payers.  This,  I  submit,  is  a  must  if  we  are 
going  to  go  forward  with  a  public-private  partnership  in  addressing 
the  health  care  access  cost  issue. 

Also,  insurance  reform  is  called  for,  to  see  to  it  that  we  get  back 
to  the  concept  of  covering  and  spreading  the  cost  of  all  risks,  rather 
than  continuing  with  today's  emerging  practice  of  screening  out 
bad  risks. 

The  Pepper  Commission  recommendations  were  much  less  ag- 
gressive than  we  hoped  for  regarding  overall  health  system  cost 
control.  As  a  Nation,  we  are  currently  overspending  on  health  at 
the  rate  of  $100  billion  per  year,  almost  40  percent  more  per  capita 
than  the  second  most  expensive  country  on  Earth. 

A  major  reason  is  our  fragmented,  uncoordinated  system.  What 
we  need  is  coordination,  and  I  submit  that  coordination  and  plural- 
ism are  not  incompatible. 

Establishing  a  process  to  help  assure  aggregate  U.S.  health  ex- 
penditures are  more  consistent  with  effective  medical  practice  and 
cost  in  other  leading  countries  is  a  concept  we  believe  deserves  to 
be  included  in  any  health  system  reform  package. 

Further,  while  we  believe  participation  by  all  employers  in  the 
financing  of  health  care  is  an  essential  ingredient  to  a  solution,  we 
concur  with  Senator  Rockefeller  that  the  Government  cannot  rea- 
sonably mandate  participation  in  a  health  system  that  is  broken. 
Government  should  not  mandate  any  employer  into  a  system  with- 
out at  the  same  time  assuring  that  employer  it  was  buying  into  a 
rationally  priced  system,  one  whose  annual  cost  increases  were  rel- 
atively predictable. 
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One  way  to  provide  such  assurance  and  to  accelerate  the  whole 
system  reform  process  would  be  for  Government  to  take  the  steps 
necessary  to  assure  that  the  new  public  program  or  programs  con- 
templated by  the  Pepper  Commission's  recommendations  be  models 
of  efficiency,  with  built-in  spending  controls,  such  as  expenditure 
targets  or  volume  performance  standards,  applicable  to  all  services. 
Any  individual  or  employer  should  have  the  unfettered  option  of 
buying  into  such  a  plan  on  a  community-rate  basis,  which  should 
serve  to  spur  the  private  sector  to  come  up  with  even  better  prod- 
ucts. 

Some  may  reasonably  ask  what  assurance  is  there  that  the  Gov- 
ernment can  run  an  efficient  system?  I  submit  it  all  comes  back  to 
a  requirement  that  Government  not  have  the  latitude  to  cost  shift. 
Given  that  starting  point  and  constraints  regarding  the  deficit,  con- 
straints on  the  clout  of  the  beneficiary  population — notably,  sen- 
iors— which  should  keep  the  Government  for  realizing  cost  objec- 
tives by  diluting  the  quality  of  the  program,  and  constraints  by  the 
political  undesirability  of  raising  taxes  as  a  means  of  financing  an 
uncontrolled  public  health  plan  should  compel  the  Government  to 
run  an  efficient  health  system,  one  embodying  the  best  managed 
care  techniques  and  not  paying  for  unnecessary  capacity. 

If  my  hypothesis  is  wrong,  then  very  few,  if  any,  would  buy  into 
such  a  plan,  choosing  instead  a  more  efficient  private  sector  plan. 

A  major  problem  that  the  health  system  reform  debate  must  con- 
tend with  is  how  to  address  the  legitimate  concerns  of  the  very 
small  business  person.  Seventy-five  percent  of  U.S.  businesses 
employ  fewer  than  10  persons.  The  majority  of  them  do  not  offer 
coverage.  In  the  aggregate,  46  percent  of  U.S.  employers  do  not 
offer  coverage.  While  they  employ  only  15  percent  of  the  Nation's 
workers,  they  represent  an  obstacle  to  universal  access  if  employer- 
based  coverage  is  to  be  the  chosen  financing  vehicles. 

My  own  judgment  is  that  all  the  insurance  reform  in  the  world 
will  be  insufficient  to  lure  the  great  majority  of  these  small  busi- 
ness persons  into  the  health  benefit  arena. 

Now,  if  the  concerns  of  these  small  employers  cannot  be  satisfied 
because  of  legitimate  worries  about  tying  health  coverage  to  em- 
ployment and  the  resulting  impact  on  hiring  and  product  cost  and, 
as  a  result,  the  health  system  reform  need  by  all  employers  is 
stalemated,  then  we  believe  it  would  be  appropriate  to  reconsider 
the  tie  to  employment  and  find  some  alternative  way  for  all  busi- 
nesses to  help  contribute  to  the  support  of  the  U.S.  health  system, 
such  as  through  the  tax  system. 

In  this  regard,  it  is  interesting  to  consider  that,  unlike  their 
other  lines  of  business,  such  as  automobile,  homeowners,  fire,  casu- 
alty, whole  life,  where  insurance  companies  sell  the  majority  of 
their  coverage  directly  to  consumers,  most  health  insurance  for  the 
non-poor,  under  age  65  population  is  sold  as  part  of  employer  spon- 
sored benefit  plans.  The  purchaser  is,  in  essence,  the  employer.  In 
fact,  for  many  of  their  largest  customers,  insurance  companies  are 
not  involved  in  selling  health  insurance.  Instead,  the  function 
under  administrative  service  arrangements,  with  the  employer  self- 
insuring  and  the  insurance  company  serving  in  a  capacity  not  ter- 
ribly different  from  the  fiscal  intermediary  role  they  serve  for  Med- 
icare. 


66 


The  purchaser,  therefore,  and  the  concerns  of  business,  large  and 
small,  are  vital  as  we  discuss  the  role  of  insurance  companies  in 
the  future. 

Having  as  a  model  an  efficiently  run  public  program,  therefore, 
should  have  a  compelling  positive  impact  on  the  private  sector. 

Given  the  above  scenario,  the  health  insurance  industry  has  a 
major  challenge.  Today,  we  suffer  from  an  excessive  dose  of  admin- 
istrative costs,  which  are  a  byproduct  of  our  fragmented,  uncoordi- 
nated system.  The  administrative-cost  burden  has  not  produced  the 
savings  which  one  would  otherwise  expect  from  a  pluralistic,  com- 
petitive system. 

We  submit  insurance  companies  will  only  have  a  role  in  the 
future  if  they  bring  value  added  to  the  transaction.  Packaging  effi- 
cient networks  of  doctors  and  hospitals,  coming  to  agreement  with 
them  regarding  practice  standards,  and  selling  such  a  package  to 
employers  can  be  quite  consistent  with  a  national  strategy  of  en- 
hancing the  quality  and  reducing  the  cost  of  health  care  in  Amer- 
ica. Serving  as  a  risk-pooler  and  money  conduit  may  not  be  unless 
they  are  the  most  efficient  in  filling  that  need. 

Mr.  Chairman,  we  look  forward  to  cooperating  with  you  as  this 
reform  effort  works  its  way  through  the  legislative  process. 

Thank  you. 

[The  prepared  statement  of  Mr.  Maher  follows:] 

Statement  of  Walter  B.  Maher 

The  initial  question  posed  by  you,  Mr.  Chairman,  in  your  letter  of  invitation  re- 
garding our  testimony  here  today,  is  an  interesting  one:  "Has  private  health  insur- 
ance failed  to  fulfill  its  role  in  meeting  society's  need  for  expanded  access  to  health 
care,  and  if  so,  how? 

Probably  the  key  word  in  that  question  is  "its",  its  role,  for  in  our  country's  frag- 
mented uncoordinated  health  system,  no  one  entity  is  in  charge  nor  has  any  effort 
been  made  to  assure  all  the  varied  participants  play  by  the  same  general  rules  so 
that  the  best  interests  of  the  country  may  be  served. 

A  word  missing  from  the  question,  I  hope  by  inadvertence,  is  "affordable",  as  in 
access  to  affordable  health  care. 

With  those  two  caveats,  let  me  suggest  that  no  one,  including  the  insurance  indus- 
try as  well  as  Government,  business,  labor,  and  the  entire  health  industrial  com- 
plex, has  fulfilled  their  role  in  meeting  society's  need  for  expanded  access  to  afford- 
able health  care.  We  have  the  world's  most  expensive  health  system,  by  far,  deliver- 
ing excellent  health  care  to  many,  albeit  in  too  large  of  doses,  and  pathetically  poor 
health  care  to  others.  As  a  result,  we  compare  poorly  with  other  nations  not  only  in 
cost,  but  in  key  health  indicators  like  infant  mortality  and  life  expectancy. 

Not  infrequently,  when  these  embarrassing  facts  are  presented,  those  resisting 
change  proudly  trumpet  that  America  has  one  magnetic  resonance  imager  for  every 
182,000  citizens,  one  cardiac  catheterization  lab  for  every  166,000  citizens,  more  than 
anywhere  else,  and  data  regarding  similar  excesses,  as  if  that  makes  the  tens  of  mil- 
lions of  uninsured  or  the  American  businesses  choking  on  health  costs  feel  a  lot 
better.  It  doesn't. 

The  massive  overconsumption  of  health  services  in  the  United  States  does  not 
occur  in  a  vacuum.  Three  segments  of  our  society  have  been  particularly  hard  hit. 
On  the  patient  side  of  the  equation,  tens  of  millions  of  citizens  have  either  been 
denied  access  to  the  system  or  squeezed  out  of  it,  in  large  part  because  of  the  cost  of 
care.  On  the  payor  side,  small  businesses,  the  majority  of  whom  offer  coverage  to 
employees,  have  been  hit  with  staggeringly  high  cost  increases  and  often  lack  the 
internal  resources  to  soften  some  of  these  blows  by  negotiating  more  favorable  ar- 
rangements with  PPO's  and  otherwise  engaging  in  sophisticated  analytical  efforts 
designed  to  target  in  on  specific  health  cost  management  strategies.  Further,  insur- 
ance company  administrative  charges  relative  to  benefit  dollars  paid  out  are  often 
considerably  higher  for  small  business  than  for  larger  concerns. 

The  other  segment  of  our  society  that  has  been  severely  impacted  by  the  high 
costs  inherent  in  the  U.S.  health  system  are  those  businesses  involved  in  interna- 
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tional  competition.  Any  company  in  America  offering  health  coverage  to  employees 
must  pay  into  a  health  system  which  has  escalated  in  cost  dramatically,  consumes 
almost  12  percent  of  our  Nation's  GNP  and  requires  substantially  more  money  to 
operate  than  health  systems  in  other  countries. 

Business  is  quite  limited  as  to  what  it  can  do  in  response  to  this  problem,  other 
than  managing  its  benefit  programs  as  effectively  as  possible.  It  cannot  import  a 
cheaper  product  from  abroad.  Those  involved  in  competitive  markets  (like  the  fierce- 
ly competitive  automobile  business)  cannot  raise  prices  at  will  to  recoup  higher 
health  costs.  Instead,  what  results  is  a  classic  squeeze  on  profits.  Lower  profits 
reduce  the  funds  which  would  otherwise  be  available  for  investment  in  research, 
new  products  and  job  creation.  Lower  profits  also  result  in  a  reduction  of  tax  reve- 
nues for  investment  by  Government  in  infrastructure  improvement,  including  vital 
areas  such  as  education. 

The  strategies  that  appear  to  be  most  in  use  by  business  are  a  combination  of  cost 
shifting  to  employees,  managed  care  efforts  with  varying  levels  of  success,  and  other 
efforts  to  reduce  labor  costs  by  the  automating  or  outsourcing  of  jobs.  One  person 
has  suggested  that  U.S.  firms  engaged  in  international  competition  could  adopt  a 
strategy  of  reducing  workers'  pay  to  compensate  for  the  difference  between  United 
States  and  foreign  health  costs.  It  should  be  quite  clear,  however,  that  any  business 
adopting  a  long  term  strategy  of  gradually  impoverishing  employees  to  make  up  for 
escalating  U.S.  health  costs,  just  might  find  it  hard  to  retain  employees,  not  to  men- 
tion hiring  replacements.  There  are,  after  all,  countless  employers  in  America  not 
engaged  in  foreign  competition. 

Consequently,  business  and  labor  groups  from  across  America  have  made  the 
health  cost  crisis  one  of  their  top  public  policy  issues.  My  company  is  quite  con- 
cerned about  the  competitive  damage  inherent  in  the  dramatic  difference  betvv^een 
United  States  and  foreign  health  costs.  Seven  hundred  dollars  of  the  cost  of  every 
U.S.-built  Chrysler  car  goes  to  support  the  U.S.  health  system.  We  must  compete 
with  foreign  automakers  having  a  $300  to  $500  per  car  advantage  over  us  due  to 
health  costs  alone.  We  are  likewise  at  a  disadvantage  compared  with  new  foreign- 
owned  firms  locating  in  the  United  States  which,  while  offering  similar  benefit 
plans,  employ  a  much  younger  workforce. 

The  Pepper  Commission  and  the  Bi-Committee  Bi-Partisan  Senate  Working  Group 
recommendations  address  many  concerns  of  the  business  community.  The  expansion 
of  public  program  coverage  for  the  poor  is  long  overdue,  as  is  increasing  Medicaid 
reimbursement  for  doctors  and  hospitals.  All  publicly-financed  health  programs 
should  be  operated  so  as  not  to  cause  providers  to  shift  costs  to  private  sector 
payors.  This,  I  submit,  is  a  must  if  we  are  to  go  forward  with  a  public-private  part- 
nership in  addressing  the  health  care  access/cost  issue. 

Malpractice  litigation  reform  is  likewise  an  urgent  problem  requiring  immediate 
attention  at  the  Federal  level,  and  we  were  pleased  to  see  it  prominently  mentioned 
in  the  recommendations. 

The  Pepper  Commission  recommendations  were  much  less  aggressive  than  we  had 
hoped  for  regarding  overall  health  system  cost  control.  As  a  Nation  we  are  current- 
ly overspending  on  health  care  at  the  rate  of  $100  billion  per  year,  almost  40  per- 
cent more  per  capita  than  the  second  most  expensive  country  on  earth.  In  addition 
to  those  initiatives  recommended  by  the  Commission,  expenditures  for  capacity  ex- 
pansion and  renewal  and  for  technology  development  and  diffusion  merit  special  at- 
tention. Further,  the  subject  of  medical  education  expenditures,  particularly  if  they 
contribute  to  a  proliferation  of  specialists  and  sub-specialists  at  a  time  when  we 
need  more  primary  care  and  family  practitioners,  requires  scrutiny.  Finally,  estab- 
lishing a  process  to  help  assure  aggregate  U.S.  health  expenditures  are  more  con- 
sistent with  effective  medical  practice  and  costs  in  other  leading  countries  is  a  con- 
cept we  believe  deserves  to  be  included  in  any  health  system  reform  package. 

Chrysler  is  convinced  that  to  accomplish  overall  health  system  reform,  satisfying 
business  concerns  regarding  cost  and  public  concerns  regarding  access.  Government 
must  be  involved  in  the  solution.  The  reason,  we  believe,  is  obvious:  Federal,  State 
and  local  government  programs  account  for  40  percent  of  the  health  services  pur- 
chased in  America  and  the  percentage  is  likely  to  grow.  Accordingly,  the  manner  in 
which  such  programs  are  operated,  including  the  prices  paid,  utilization  controls  or 
the  absence  thereof,  and  other  reimbursement  policies,  and  the  populations  and 
services  covered  or  not  covered,  has  the  capacity  to  substantially  impact  the  behav- 
ior patterns  of  health  services  providers,  the  prices  charged  to  private  sector  pur- 
chasers, the  funds  available  for  capital  expansion  and  medical  education  programs, 
and,  in  general,  the  entire  U.S.  market  for  health  services— the  same  market  from 
which  the  private  sector  must  purchase  health  services. 
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Further,  Federal  tax  policy  has  contributed  significantly  to  the  development  and 
growth  of  private  sector  health  plans. 

Chrysler  also  believes  that  the  cost  of  health  care  should  be  spread  more  equita- 
bly among  individuals,  business  and  Government.  Exporters  to  the  United  States 
should  help  finance  our  country's  social  programs  as  U.S.  firms  do  when  they  export 
and  pay  VAT's.  Health  plan  beneficiaries  must  have  a  financial  stake  in  the  effi- 
cient operation  of  their  health  plan.  We  also  believe  participation  by  all  employers 
in  the  financing  of  health  care  is  an  essential  ingredient  to  a  solution. 

That  being  said,  we  concur  with  Senator  Rockefeller  that  the  Government  cannot 
reasonably  mandate  participation  in  a  health  system  that  is  broken.  Government 
should  not  mandate  any  employer  into  a  system  without  at  the  same  time  assuring 
that  employer  it  was  buying  into  a  rationally-priced  system  and  one  whose  annual 
cost  increases  were  relatively  predictable. 

One  way  to  provide  such  assurance  and  to  accelerate  the  whole  system  reform 
process  would  be  for  Government,  having  concurrently  addressed  the  malpractice 
problem  and  funded  appropriately  initiatives  to  develop  and  use  treatment  practice 
guidelines,  to  take  the  steps  necessary  to  assure  that  the  new  public  program  or  pro- 
grams contemplated  by  the  Pepper  Commission's  recommendations  (whether  Feder- 
al or  State-administered)  be  models  of  efficiency,  with  built-in  spending  controls 
such  as  expenditure  targets  or  volume  performance  standards  applicable  to  all  serv- 
ices. Any  individual  or  employer  should  have  the  unfettered  option  of  buying  into 
such  a  plan  on  a  community  rate  basis  which  should  serve  to  spur  the  private  sector 
to  come  up  with  even  better  products. 

Some  may  reasonably  ask:  What  assurance  is  there  that  Government  can  run  an 
efficient  system?  I  submit  it  all  comes  back  to  a  requirement  that  Government  be 
required  to  pay  fairly  for  services  rendered  to  Medicare  and  Medicaid  beneficiaries 
in  a  manner  whereby  it  pays  fully  for  services  rendered,  including  its  fair  share  for 
hospital  capital  and  medical  education,  and  not  have  the  latitude  to  cost  shift.  Given 
that  starting  point.  Government  must  then  contend  with  the  following  facts: 

For  the  foreseeable  future.  Government  will  be  under  fiscal  constraints  to  contain 
the  cost  of  public  health  programs  and  not  exacerbate  the  Federal  deficit. 

Government,  however,  under  this  scenario  will  be  prohibited  from  realizing  its 
cost  objective  by  shifting  costs  to  the  private  sector. 

Government,  likewise,  will  be  constrained  by  the  political  clout  of  the  beneficiary 
population  (notably  seniors)  from  realizing  its  cost  objective  by  diluting  the  quality 
of  the  public  health  program. 

Government  will  also  be  constrained  by  the  political  undesirability  of  raising 
taxes  as  a  means  of  financing  an  uncontrolled  public  health  plan. 

Accordingly,  Government  will  be  compelled  to  run  an  efficient  health  plan,  one 
embodying  the  best  managed  care  techniques  available. 

If  my  hypothesis  is  wrong,  then  very  few,  if  any,  would  buy-in  to  such  a  plan, 
choosing  instead  more  efficient  private  sector  plans,  and  the  only  complaints  Con- 
gress would  receive  would  be  from  taxpayers  complaining  about  the  high  taxes  re- 
quired to  run  such  a  program,  rather  than  the  complaints  being  heard  today  from 
the  uninsured  about  a  lack  of  coverage,  and  from  business  about  cost  shifting— 
which  is  as  it  should  be. 

Given  the  above,  we  submit  that  providing  any  person  or  any  employer  the  option 
of  buying  into  such  a  plan  should  alleviate  many  concerns  about  the  availability  of 
affordable  health  coverage. 

Further,  if  offering  a  certain  level  of  health  coverage  is  to  be  expected  of  all  em- 
ployers, then  at  least  as  to  the  cost  for  such  coverage  an  employer  should  be  neither 
advantaged  or  disadvantaged  based  on  employee  demographics  or  the  location  of  a 
business.  Having  the  opportunity  to  buy  this  coverage  at  no  more  than  a  community 
rate  would  also  help  ensure  that  employers  would  have  no  incentive  to  discriminate 
against  employees  on  the  basis  of  the  number  of  their  dependents  or  their  prior 
medical  history. 

A  major  problem  the  health  system  reform  debate  must  contend  with  is  how  to 
address  the  legitimate  concerns  of  the  very  small  business  person.  Seventy-five  per- 
cent of  U.S.  businesses  employ  fewer  than  10  persons.  The  majority  of  them  do  not 
currently  offer  health  coverage.  In  the  aggregate,  46  percent  of  U.S.  employers  do 
not  offer  coverage.  While  they  employ  only  15  percent  of  the  Nation's  workers,  they 
represent  an  obstacle  to  universal  access  if  employer-based  coverage  is  to  be  the 
chosen  financing  vehicle. 

If  the  concerns  of  these  employers  cannot  be  satisfied  because  of  legitimate  wor- 
ries about  tieing  health  coverage  to  employment  and  the  resulting  impact  on  hiring 
and  production  costs,  and  as  a  result  the  health  system  reform  needed  by  all  em- 
ployers is  stalemated,  then  we  believe  it  would  be  appropriate  to  reconsider  the  tie 
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to  employment  and  find  some  alternative  way  for  all  businesses  to  help  contribute 
to  the  support  of  the  U.S.  health  system,  e.g.,  through  the  tax  system.  In  this  regard 
it  is  interesting  to  consider  that,  unlike  their  other  lines  of  business  such  as  automo- 
bile, home  owners,  fire,  casualty,  and  whole  life  insurance,  where  insurance  compa- 
nies sell  the  majority  of  coverage  directly  to  consumers,  most  health  insurance  for 
the  non-poor  under  age  65  population  is  sold  as  part  of  employer  sponsored  benefit 
plans.  The  purchaser,  in  essence,  is  the  employer.  Therefore,  the  concerns  of  busi- 
ness, large  and  small,  are  vital  as  we  discuss  how  health  care  should  be  financed  in 
the  future  and  the  role  of  insurance  companies. 

Too  often  in  the  health  system  reform  debate  people  are  riveted  on  whether  or 
not  we  should  maximize  the  employment  based  system  for  the  working  population 
as  opposed  to  some  other  option,  rather  than  focusing  on  what  happens  to  the 
health  system  if  indeed  we  do  continue  with  an  employment  based  system  and  a 
public  system  for  the  poor  and  the  elderly  and  the  public  system  is  prohibited  from 
cost  shifting  to  the  private  sector  as  it  should  be.  If  Government,  the  largest  buyer, 
agrees  to  pay  in  a  way  which  does  not  shift  costs  to  the  private  sector,  this  suggests 
that  a  large,  private  firm  may  not  be  able  to  pay  providers  in  a  way  which  leads  to 
cost  shifting  to  smaller  firms.  There  would  still  be  ample  opportunity  for  local  ini- 
tiatives whereby  a  business  could  enter  into,  for  example,  risk  arrangements  with 
providers  or  managed  care  systems  so  long  as  these  were  not  a  subterfuge  for  cost 
shifting. 

Further,  if  Government  agrees  to  pay  its  fair  share  of  capital  and  medical  educa- 
tion expenses,  then  I  would  hope  you  would  see  developed  a  process  whereby  Gov- 
ernment assures  itself  that  any  expenditure  of  taxpayer  funds  for  supply  side  ex- 
pansion was  appropriate.  Unlike  prior  health  planning  strategies,  however.  Govern- 
ment would  now  be  compelled  to  address  this  issue  from  the  standpoint  of  aggregate 
fiscal  limitations,  since  it  would  no  longer  have  the  luxury  of  cost  shifting. 

All  of  this  could  have  a  compelling,  positive  impact  on  the  private  sector.  Howev- 
er it  will  not  if  private  sector  payors  insist  on  paying  what  the  traffic  will  bear, 
tolerate  inefficient  practice  styles,  fund  unnecessary  capacity  and  fail  to  protect 
plan  beneficiaries  from  these  and  other  excesses. 

Given  the  above  scenario,  the  health  insurance  industry  has  a  major  challenge. 
Today  we  suffer  from  an  excessive  dose  of  administrative  costs  which  are  a  byprod- 
uct of  our  fragmented,  uncoordinated  health  system.  This  administrative  cost 
burden  has  not  produced  the  savings  which  one  would  otherwise  expect  from  a  plu- 
ralistic, competitive  system.  We  submit  insurance  companies  will  only  have  a  role  in 
the  future  if  they  bring  value  added  to  the  transaction.  Packaging  efficient  net- 
works of  doctors  and  hospitals,  coming  to  agreement  with  them  regarding  practice 
standards,  and  selling  such  a  package  to  employers  can  be  quite  consistent  with  a 
national  strategy  of  enhancing  the  quality  and  reducing  the  cost  of  health  care  in 
America.  Serving  as  a  risk  pooler  and  money  conduit  may  not  be,  unless  they  are 
the  most  efficient  in  filling  that  need. 

In  conclusion,  the  process  of  accomplishing  health  system  reform  will  be  very 
tough.  But,  it  will  be  tougher  if  we  delay.  While  we  can  appreciate  how  this  process 
of  reforming  a  broken  system  must  take  seriously  the  concerns  of  hospitals,  physi- 
cians and  insurance  companies,  the  overriding  need  of  American  citizens  and  Amer- 
ican business  to  have  an  affordable  and  cost-competitive  health  system  demands 
that  we  not  overconcern  ourselves  with  having  to  build  on  a  shaky  foundation.  Any 
final  legislation  resulting  from  the  Pepper  Commission  recommendations  or  from 
the  options  presented  by  the  Senate  Working  Group  which  presumes  a  continued 
role  by  business  in  financing  health  care  must  consider  how  that  role  will  affect  the 
cost  of  production  in  America  and  the  resulting  impact  on  international  competi- 
tiveness. 

We  look  forward  to  cooperating  with  you  as  the  reform  effort  works  its  way 
through  the  legislative  process. 

Mr.  Walgren.  Thank  you  very  much,  Mr.  Maher,  and  I  want  to 
express  my  appreciation  to  all  of  the  witnesses  for  staying  within  a 
disciplined  time  period  voluntarily. 

Let  me  ask  Mr.  Creamer,  as  I  understand  it,  Illinois  has  formed  a 
comprehensive  health  insurance  plan  in  order  to  provide  coverage 
for  individuals  who  would  not  otherwise  be  covered,  and  yet,  there 
are  articles  now  being  written  which  indicate  that  employers  are 
dumping  or  pushing  individuals  out  of  their  own  policies  onto  that 
State  comprehensive  health  insurance  plan. 
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What  is  the  outlook  for  that  plan?  Can  you  give  us  a  little  de- 
scription of  where  they  seem  to  be  now  and  how  they  work  and 
how  they  could  finance  an  increased  load  of  specifically  high  cost 
people  relying  on  them? 

Mr.  Creamer.  Mr.  Chairman,  the  plan  in  question  should  not  be 
confused  with  the  kind  of  residual  market  plan  that  is  in  the 
Pepper  Commission  report  or  even  the  kind  that  is  in  practice  in 
Massachusetts. 

It  is  intended  to  provide  coverages  for  people  who  have  chronic 
health  needs — the  disabled,  in  particular — and  the  price  of  cover- 
age is  well  above  the  private  market  level,  so  that  the  level  of  par- 
ticipation has  not  been  enormous.  It  is,  in  fact,  not  fully  subscribed 
yet  because  of  the  cost  involved. 

It  went  into  practice  just  about  a  year  ago,  after  having  not  been 
funded  for  a  time. 

Our  judgment  is  that  it  will  do  very  little  to  affect  the  overall 
circumstances  of  health  care  provision  in  the  State,  with  the  excep- 
tion of  very  high-risk  populations,  who  now,  at  least,  have  some 
access  to  some  kind  of  insurance. 

Mr.  Walgren.  How  is  that  funded?  Is  that  by  individually  paid 
premiums? 

Mr.  Creamer.  It  was  capitalized  by  the  State,  and  then  it  is  paid 
by  individual  premiums,  primarily,  yes. 

Mr.  Walgren.  Mr.  Howley,  you  talked  of  multi  employer  trust 
fund,  65,000  employees  in  the  City  of  New  York,  and  how  that 
seems  for  a  time  to  hold  rates  down,  but  am  I  correct  in  reading  a 
little  bit  between  the  lines  that  that  program  has  now  broken  loose 
in  a  sense  of  rising  costs,  and  where  do  you  see  that  program 
going? 

Mr.  Howley.  Well,  the  collective  bargaining  agreement,  that  par- 
ticular one,  was  renegotiated  earlier  this  year,  and  it  did  require  a 
substantial  increase  in  the  employer  contribution,  so  that,  you 
know,  the  effect  of  the  cost-containment  measures  that  were  intro- 
duced earlier  have  not  persisted  over  time  and  have  not  prevented 
constant  increases  in  health  care  costs. 

In  other  words,  it  is  probably  kind  of  a  one-shot  effect,  and  cer- 
tainly, costs  would  be  much  higher  today  without  it,  but  they  have 
not — you  know,  the  managed  care  plan  cannot  affect  the  sur- 
charges on  hospital  rates,  for  example,  to  cover  the  cost  of  uncom- 
pensated care  for  uninsured  individuals. 

Mr.  Walgren.  You  mentioned,  in  that  program,  you  have  a  com- 
prehensive set  of  cost  controls.  Can  you  describe  them  a  little  bit 
more  fully?  What  were  the  efforts  taken  to  hold  down  cost? 

Mr.  Howley.  Well,  they  included  many  of  the  ones  that  are  con- 
sidered quite  common  today,  such  as  pre-hospital  admission  screen- 
ing and  trying  to  develop  a  network  of  providers  that  would  accept 
the  rates  provided  under  the  plan. 

Mr.  Walgren.  Do  you  know  what  the  range  of  cost  increases 
that  they  have  experienced  have  been  in  this  last  5-year  period?  If 
you  do  not,  perhaps  you  could  submit  that  for  the  record. 

Mr.  Howley.  Yes.  I  would  like  to  review  the  data  to  give  you  a 
precise  answer. 

Mr.  Walgren.  We  can  ask  you  some  more  questions  about 
that  
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Mr.  HowLEY.  Certainly. 

Mr.  Walgren  [continuing].  In  some  detail. 

You  go  on,  in  your  testimony,  to  say  that  family  coverage  has 
risen  in  your  surveys  of  plans  covering  one-fifth  of  your  member- 
ship, that  family  coverage  had  risen  by — the  cost  of  family  cover- 
age had  risen  by  52  percent  in  2  years.  Is  that  the  out-of-the-pocket 
of  the  family  or  that  the  actual  premium? 

Mr.  HowLEY.  I  am  sorry.  That  is  the  total  premium  for  family 
coverage. 

Mr.  Walgren.  Total  premium  for  family  coverage  had  risen  by 
52  percent.  OK. 

Let  me  ask  Mr.  Krebs,  then — I  am  going  to  stay  within  my  5 
minutes.  I  guess  the  general  question  is  can  a  voluntary  pool  of 
small  employers — I  guess  it  is  somewhat  similar  to  this  plan,  al- 
though this  plan  is  relatively  large,  with  65,000  employees — protect 
itself  from  the  kind  of  medical  underwriting  that  we  are  experienc- 
ing these  days,  where  there  is  apparently  a  very  good  ability  to 
predict  whether  an  employee,  a  given  individual,  will  have  higher 
than  average  health  care  costs,  and  if  a  pool  cannot  protect  itself 
from  that  kind  of  underwriting,  then  all  of  a  sudden,  it  would  seem 
that  the  pool  cannot  be  voluntary  anymore,  and  you  have  to  struc- 
ture the  pool  so  that  it  is  protected. 

Mr.  Krebs.  Well,  I  think  there  are  some  examples  where  these 
pools  that  have  protected  themselves  and  have  done  a  good  job  in 
terms  of  negotiating  with  their  providers.  There  is  the  Greater 
Cleveland  Growth  Association  and  the  COZY  Plan,  and  they  have 
been  fairly  successful  and,  indeed,  are  one  of  the  best  examples  of  a 
voluntary  grouping  arrangement. 

In  terms  of  the  underwriting  protection  in  that,  I  think  that — or 
the  changes  that  may  be  necessary,  that  may  not  be  able  to  be 
achieved  voluntarily  in  that.  If  you  look  at  the  insurance  industry, 
I  mean,  it  is  unreasonable  to  expect  insurers  to  take  certain  actions 
that  would  cause  them  to — that  are  economically  unsound,  and  if 
you  have  this — if  it  is  a  totally  voluntary  plan,  you  may  well  have 
the  situation  where  certain  insurers  kind  of  cream  off  the  rest  of 
the  market,  and  you  get  that  segmentation  and  that  breakout. 

I  think  in  the  small  case  market  reform  that  we  have  talked 
about  and  that  I  know  HIAA  will  be  talking  about  in  much  greater 
detail  later  that  there  are — there  is  a  recognition,  at  least  on  our 
part,  that  there  may  well  need  to  be  some  type  of  legislative  effort 
in  this  regard  or  some  change  to  set  the  constraints  of  what  would 
be  permissible  competition. 

Mr.  Walgren.  All  right. 

Well,  I  will  turn  to  other  members  that  are  here. 

I  recognize  the  gentleman  from  California,  Mr.  Waxman. 

Mr.  Waxman.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  Howley,  last  month,  SEIU  issued  an  excellent  report  entitled 
"California  Health  Care,  On  the  Critical  List".  Currently,  22  per- 
cent of  Californians  are  uninsured.  This  report  concludes,  "If  Cali- 
fornia continues  down  its  current  path,  the  1990's  will  bring  dra- 
matic increases  in  the  number  of  uninsured  workers,  a  steep  de- 
cline in  the  standard  of  living  of  working  families,  and  escalating 
workplace  conflicts  over  who  will  pay  for  health  care  benefits." 
That  is  a  quote  from  the  report. 
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Has  SEIU  done  similar  studies  in  other  States?  Is  California  an 
anomaly,  or  would  these  conclusions  apply  to  other  States,  as  well? 

Mr.  HowLEY.  Well,  we  believe  they  apply  to  all  States  across  the 
country,  to  varying  degrees.  This  is,  in  fact,  the  first  report  where 
we  have  looked  more  closely  at  a  particular  State,  but  I  can  give 
you,  you  know,  an  example  of  how  cost  and  access  are  related  in 
another  State. 

I  happen  to  know  that  in  New  Jersey,  which  does  regulate  hospi- 
tal rates,  private  payers,  currently,  under  this  system,  pay  a  23-per- 
cent surcharge  on  all  hospital  bills  to  finance  the  State's  uncom- 
pensated care  trust  fund,  and  this  burden  was  greatly  increased 
when  the  Medicare  waive  was  dropped  and  Medicare  pulled  out  of 
the  system  and  stopped  contributing  to  that  uncompensated  trust 
fund. 

So,  you  have  a  similar  situation  in  New  Jersey  of  out  of  control 
health  care  costs. 

Mr.  Waxman.  Mr.  Krebs,  you  testified  you  supported  an  expan- 
sion of  Medicaid  for  all  individuals  below  the  poverty  line.  As  you 
know,  the  Governors  are  opposing  expansion  of  Medicaid  even  just 
to  poor  children,  much  less  to  everyone  below  poverty.  They  say 
the  States  simply  cannot  handle  the  cost. 

If  you  mean  by  expanding  Medicaid  on  its  current  terms,  I 
expect  that  we  would  have  a  strenuous  fight  from  the  Governors. 

I  have  called  for  the  federalization  of  Medicaid's  acute  care  pro- 
gram, with  the  Federal  Government  picking  up  the  States'  share 
for  all  the  services  other  than  long-term  care.  I  would  improve  re- 
imbursement for  hospitals  and  physicians,  establish  uniform,  sim- 
plified eligibility  standards  for  the  poor  and  near-poor,  and  make 
certain  that  the  program  was  completely  separated  from  the  wel- 
fare system. 

Is  this  something  the  Chamber  would  support? 

Mr.  Krebs.  We  have  not  taken  up  that  specific  proposal.  At  the 
moment,  our  position  is  one  of,  as  you  indicated,  supporting  an  ex- 
pansion of  Medicaid  and  perhaps  recognizing  that  it  has  to  be  an 
incremental  approach.  Pregnant  women,  children — bring  those  in 
first. 

Mr.  Waxman.  You  mean  expanding  the  existing  Medicaid  pro- 
gram? Obviously,  that  is  going  to  be  a  hard  task.  Or  are  we  talking 
about  an  enhanced,  federalized  Medicaid  program? 

Mr.  Krebs.  For  us,  that  is  an  open  question  at  this  point.  We  are 
sitting  down  and  trying  to  look  at  the  whole  question  of  the  Medic- 
aid program.  I  will  admit  to  you  that  our  expertise,  as  I  say,  does 
not  directly  relate  to  Medicaid,  and  we  ourselves  are  struggling 
with  the  question  of  financing;  also,  are  you  expanding  both  eligi- 
bility and  reimbursement  levels,  and  that  is  a  very  complicated 
subject.  So,  we  are  sitting  down  now,  trying  to  come  up  with  some 
additional  ideas. 

Mr.  Waxman.  Mr.  Maher,  you  testified  that  Chrysler  would  sup- 
port allowing  individuals  or  employers  to  buy  into  the  new  public 
program  recommended  by  the  Pepper  Commission  on  a  communi- 
ty-rated basis.  I  agree  with  you,  this  would  spur  the  private  sector 
to  become  more  efficient  and  develop  better  products. 

Do  any  other  large  employers  share  this  view?  As  you  know,  the 
insurance  industry  does  not  share  your  enthusiasm  about  this. 
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They  feel  the  competition  would  be  unfair  that  it  might  eventually 
wipe  out  their  market.  Are  their  fears  justified? 

Mr.  Maker.  Congressman  Waxman,  there  are  several  business 
groups  that  are  in  the  process  of  trying  to  develop  position  state- 
ments precisely  on  this  issue  and  the  broader  issue  of  health 
system  reform.  To  my  knowledge,  they  have  not  finished  their 
work.  I  am  actively  involved  in  a  couple  of  them. 

My  hope  is  that  they  will  agree  with  that  position,  because  I  see 
no  reason,  (1),  why  it  is  not  a  sound  idea,  and,  (2),  why  it  should  not 
spur  the  private  sector  and  permit  local  initiatives,  because  I  think 
there  is  a  lot  in  the  business  community  who  want  to  have  the  lati- 
tude of  engaging  in  local  initiative.  I  do  not  think  it  is  inconsistent 
with  that  at  all. 

Mr.  Waxman.  Mr.  Creamer,  you  testified  you  are  a  small  em- 
ployer, that  you  have  lots  of  trouble  finding  affordable  health  cov- 
erage for  your  employees.  You  urge  us  to  enact  a  Canadian-style 
system,  but  I  do  not  think  there  is  much  support  in  Congress  for 
that  right  now. 

As  an  alternative,  what  would  you  think  of  the  Federal  Govern- 
ment setting  up  a  program  of  basic  health  coverage  that  small  em- 
ployers could  buy  into  if  they  couldn't  find  a  private  policy  that 
they  liked? 

Mr.  Creamer.  Well,  that  might  be  a  step  in  the  right  direction, 
Congressman. 

I  would  say,  though,  that  I  think  there  is  much  more  support 
among  the  voters  for  a  Canadian-style  system  than  is  recognized  in 
the  U.S.  Congress  and  that  that  support  has  changed  markedly  in 
the  last  6  to  9  months. 

In  our  own  State,  Caterpillar  Tractor  just  recently  endorsed  a 
Canadian-style  system,  because  they  

Mr.  Waxman.  Work  on  my  assumption  for  a  minute. 

Mr.  Creamer.  All  right. 

Mr.  Waxman.  Work  on  my  assumption  that  we  are  not  able  to 
get  that  kind  of  a  system  passed.  What  do  you  think  of  this  as  an 
alternative? 

Mr.  Creamer.  Perhaps  a  reasonable  step  in  the  right  direction. 

I  have  got  to  tell  you,  I  think,  speaking  for  Citizen  Action,  our 
concern  is  that  tinkering-style  changes  will  not  fundamentally 
work,  that  the  most  conservative  approach,  the  most  fiscally  re- 
sponsible approach  is  the  more  radical  one  of  yielding  to  the  real 
world  experience. 

I  mean  we  have  a  got  a  real  experiment  here.  The  Canadians 
and  we  had  the  same  percentage  of  gross  national  product  for 
health  care  when  they  started  their  national  health  care  system. 
Ours  has  skyrocketed;  theirs  has  stayed — well,  it  has  increased 
about  a  third  as  much. 

You  know,  it  is  not  an  academic  question  anymore.  They  provide 
better— not  just  the  Canadians,  but  the  rest  of  the  industrial  world, 
for  so  much  less  money,  provide  so  much  more  for  their  popula- 
tions— longer  longevity,  lower  infant  mortality  rates  

Mr.  Waxman.  I  understand  what  you  are  saying. 

Mr.  Creamer  [continuing].  And  so  on. 
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Mr.  Waxman.  My  fear,  however,  is  that  we  do  not  do  anything 
and  keep  the  status  quo,  and  we  end  up  with  the  kinds  of  trends 
that  SEIU  pointed  out. 

Mr.  Creamer.  Here  is  a  concern  I  have.  A  lot  of  the  members — 
my  members  were  the  people  who  chased  Dan  Rostenkowski  down 
Milwaukee  Avenue  last  year  on  catastrophic,  and  I  will  tell  you 
why  they  did  that.  I  can  see  that  was  an  unpopular  act. 

Why  they  did  that  

Mr.  Waxman.  We  took  away  a  lot  of  benefits  from  people  as  a 
result  of  that  one. 

Mr.  Creamer.  Well,  why  they  did  that  is  because  they  said  we 
pay  more  than  anybody  in  the  world  for  health  care  today,  and 
now,  we  are  being  asked  to  pay  more  and  more,  with  no  guarantee 
that  we  are  going  to  get  anything  more  for  it.  They  are  saying — 
and  I  am  afraid  that  any  tinkering  move,  the  first  question  is  how 
much  is  it  going  to  cost  us? 

The  question  we  should  be  asking,  in  our  judgment,  is  how  do  we 
control  costs?  How  do  we  save  money?  We  cannot  afford  the  cur- 
rent health  care  system,  and  the  only  way  to  do  that  is  a  compre- 
hensive solution. 

Mr.  Walgren.  The  gentleman's  time  has  expired. 

The  gentleman  from  Pennsylvania,  Mr.  Ritter. 

Mr.  Ritter.  Thanks,  Mr.  Chairman. 

I  would  like  to  ask  Mr.  Maher — and  then  I  would  like  to  get  back 
to  Mr.  Creamer's  ideas  here — Mr.  Maher,  you  talk  about  an  effi- 
ciently run  public  program.  In  this  town,  isn't  that  somewhat  of  an 
oxymoron?  I  mean  do  you  have  in  mind  examples  of  HUD,  DOD, 
HCFA,  to  get  a  little  closer  to  home? 

I  mean  I  read  your  desires,  and  I  think  they  are  commendable. 
You  talk  about  the  constraints,  however,  and  the  no-tax-increase 
constraint,  the  political  clout  of  the  seniors  constraint,  you  talk 
about  the  fiscal  constraints  due  to  the  Federal  deficit  and  the  diffi- 
culty of  constraining  health  care  costs. 

Then  you  say,  "Accordingly,  Government  will  be  compelled  to 
run  an  efficient  health  plan,  one  embodying  the  best  managed  care 
techniques  available." 

I  do  not  know  if  that  is  in  the  real  world.  To  me,  if  you  add  up 
those  different  elements  that  you  point  to,  which  I  think  are  very 
real,  I  think  we  get  disasters,  dislocation,  and  political  disruption. 

Mr.  Maher.  That  is  a  very  fair  comment.  Congressman. 

Let  me  suggest  that  since  1965,  Medicare  has  never  been  com- 
pelled at  all  to  run  an  efficient  program.  During  the  first  decade 
and  a  half,  it  had  the  ability;  it  was  running  on  a  cost-plus  basis. 
We  had  an  enormous  supply  side  explosion,  and  the  cost  of  the  pro- 
gram was  borne  by  the  taxpayers  and  the  beneficiaries,  and  it  ex- 
ploded. 

Then,  in  the  last  decade,  it  was  almost  a  role  reversal  and  a 
costs-shift  mentality,  where  we  decided,  because  of  the  concerns  of 
the  deficit,  we  no  longer  could  just  run  a  cost-plus  system,  and  we 
started  now  shifting  cost  to  the  private  sector,  and  that  was  an 
enormously  effective  escape  valve.  Still,  Medicare  did  not  have — 
did  not  have  it  all  to  run  a  public  program. 
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Now,  if  it  is  Congress'  judgment  that  Medicare  cannot  run  a 
public  program,  then  I  would  expect  you  to  submit  a  bill  to  abolish 
the  Medicare  program,  because  it  cannot  be  done. 

I  just  do  not — I,  frankly,  as  a  taxpayer,  get  offended  when  people 
say  Government  cannot  run  anything  well.  Well,  then,  my  good- 
ness, what  are  you  doing  with  the  program?  Put  in  a  bill  to  abolish 
it,  and  I  am  not  trying  to  be  disrespectful. 

Government  has  never  had  to  run  the  program  well.  It  has 
always  had  an  escape  valve.  Take  that  away  from  them.  Make 
them  have  the  discipline  of  a  budget,  like  everything  else  in  this 
country  has. 

Mr.  RiTTER.  All  I  am  saying  is  that  the  elements  that  you  put 
into  the  equation  would  make  your  bottom  line  seem  to  be  even 
more  removed  from  reality.  The  fact  is  that  while  Medicare  has 
been  cost  shifting,  it  also  has  been  growing,  I  think,  as  the  sharpest 
growing  program  in  the  Federal  budget. 

So,  it  is  not  as  if,  even  with  cost  shifting,  they  have  been  able  to 
control  their  costs. 

We  understand — we  hear  that  40  percent  of  the  overall  costs  of 
the  Medicare  program  are  administrative,  which  is  remarkable, 
which  is  our  paperwork,  which  leads  one  to  believe  that  there  is  a 
very  long  way  to  go  to  run  an  efficient  program. 

I  would  like  to  ask  Mr.  Creamer  about  his  comments  on  the  Ca- 
nadian system.  You  talked  about  their  ability  to  curb  rising  costs, 
to  control  health  care  costs,  and  you  did  use  the  term  ''rationing". 

Now,  isn't  it  true  that,  beyond  administrative  changes,  in  the  Ca- 
nadian system,  they  do  engage  in  a  far  different  provision  of  bene- 
fits to  the  insured  than  we  do  in  this  country? 

Mr.  Creamer.  Mr.  Chairman,  a  recent  poll  conducted  by  a  medi- 
cal journal  found  that  95  percent  of  the  people  in  Canada  would 
not  trade  their  system  for  ours. 

Mr.  RiTTER.  I  understand  that.  That  was  not  my  question. 

Mr.  Creamer.  Now,  that  means  the  bottom  line,  to  them,  is 
pretty  good. 

I  want  to  add,  that  same  poll  showed  that  their  ability  to  have 
access — or  the  restriction  of  access  for  non-financial  reasons  was 
half  that  of  this  country. 

Mr.  RiTTER.  I  just  want  to  get  down  to  the  point. 

I  am  familiar  with  a  program  that  was  done — I  think  it  was  on 
national  TV — and  it  compared  a  Washington  State  hospital  with  a 
B.C.  hospital  right  across  the  border.  You  are  familiar  with  that? 

Mr.  Creamer.  Right. 

Mr.  Ritter.  It  was  quite  clear  that  the  two  communities  were 
very  similar.  The  demographics  were  very  similar.  The  hospitals 
looked,  from  the  outside,  very  similar,  except  when  they  went  into 
some  detail,  they  stated  that  in  one  hospital — in  the  American  hos- 
pital, there  was  a  magnetic  resonance  capability  or  a  CAT  scan;  in 
the  Canadian  hospital,  there  was  not.  In  the  American  hospital, 
they  would  provide  for  dialysis;  in  the  Canadian  hospital,  they  did 
not. 

Isn't  it  true  that  in  the  systems  you  are  defining,  which  spend 
far  less,  that  the  central  major  difference  between  those  and  ours 
is  this  so-called  ''rationalized"  provision  of  service?  I  mean  it  is  not 
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the  same  word,  but  ''rationing"  and  ''rationalized"  do  come  togeth- 
er. 

Mr.  Creamer.  It  is  true,  Congressman,  that  there  is,  in  Canada,  a 
more,  what  I  would  consider,  rational  distribution  of  these  kind  of 
resources.  Let  me  refer  to  an  example  in  Congressman  Bruce' s  Dis- 
trict, who  just  left,  there  are  three  hospitals  in  Champaign,  IL,  that 
all  have  open-heart  surgery  units.  The  reason  is  that  they  are 
major  profit  centers  for  those  enterprises. 

Now,  there  is  a  market  there  to  sustain  one  open  heart  surgery 
unit.  In  a  Canadian  style  global  budgeting  system,  there  would  be 
one  unit  there.  The  fact  that  every  hospital  does  not  have  a  dialysis 
unit  or  a  CAT-scan  unit  is  not  a  bad  thing  in  and  of  itself.  The 
question  is  can  you  have  access  to  it?  The  Canadians  apparently 
think  they  can. 

Mr.  RiTTER.  I  want  to  just  reclaim  my  time  for  a  minute  and 
close  with  a  comment,  Mr.  Chairman. 

The  fact  is,  though,  that  in  Canada — and  the  Canadian  people  do 
like  their  system,  and  it  may  well  be  not  nearly  as  confusing  as 
ours,  but  let  us  face  it.  The  availability  of  the  care  in  what  we 
would  term  the  last  month  or  the  last  6  months  type  of  care  in 
Canada  is  quite  different  than  it  is  in  the  United  States.  It  is  more 
difficult  to  achieve.  It  is  not  located  as  densely  as  in  the  United 
States,  and  this  would  be  a  problem,  I  would  suspect,  as  we  sought 
to  go  to  the  Canadian  system,  however  more  positive  overall  the 
Canadian  system  might  be. 

Mr.  Walgren.  The  gentleman's  time  has  expired. 

Mr.  Bilirakis. 

Mr.  Bilirakis.  Thank  you. 

Mr.  Howley,  you  mentioned  the  fact  that  health  care  costs  was  a 
factor  in  strikes  about  20  percent  of  the  time  in  1987,  but  in  1989, 
it  was  78  percent  of  the  time.  How  much  of  a  factor  was  it?  Was  it 
the  primary  factor  in  those  strikes  or  the  strikes  being  called  be- 
cause of  the  health  care  issue,  or  is  that  incidental  to  the  strikes? 

Mr.  Howley.  Well,  the  way  that  we  analyzed  that  particular 
point  was  to  determine  whether  the  health  benefits  were  a  factor 
in  the  issues  on  the  table  at  the  time  of  the  strike.  It  is  very  diffi- 
cult, in  many  cases,  to  say  that  there  is  any  one  particular  issue, 
but  I  would  like  to  add  

Mr.  Bilirakis.  I  am  surprised  it  is  not  100  percent  of  the  time 
that  it  would  be  one  of  the  factors. 

Mr.  Howley.  Yes,  but  what  we  found  was  that,  in  years  past, 
there  may  have  been  disputes  over  cost  between  employers  and 
unions,  but  they  could  get  worked  out  and  were  not  part  of  the 
issues  that  remained  on  the  table  at  the  time  bargaining  broke 
down  and  a  strike  resulted. 

Mr.  Bilirakis.  Mr.  Maher,  I  appreciate  your  comments.  In  terms 
of  dollars,  has  Chrysler  estimated  what  the  cost-shifting  is  annual- 
ly adding  to  the  health  care  bill?  How  much  cost-sharing  do  you 
have  annually? 

Mr.  Maher.  Congressman,  I  do  not  have  an  answer  to  that,  but  it 
is  something  that  we  are  looking  into  and  trying  to  quantify,  and  I 
will  be  happy  to,  when  we  get  our  answer,  to  submit  that  to  you. 

Mr.  Bilirakis.  Is  Chrysler  actually  fooling  themselves  by  saying 
it  has  not  gone  up  as  much,  because  you  are  shifting  costs? 
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Mr.  Maher.  Sir,  I  did  not  understand  the  question. 

Mr.  BiLiRAKis.  Is  Chrysler  fooling  themselves  a  little  bit  by 
saying  the  costs  are  not  as  dramatically  increased  in  your  company 
as  the  others  because  you  have  shifted  costs?  Is  that  a  possibility? 

Mr.  Maker.  That  Chrysler  has  shifted  costs? 

Mr.  BiLiRAKis.  I  misunderstood  your  comment  there. 

Do  you  believe  a  one-payer  system  is  necessary  to  have  an  effec- 
tive national  health  care  system? 

Mr.  Maher.  A  single  payer  system?  No.  I  do  not  believe  it  is  nec- 
essary. 

Mr.  BiLiRAKis.  How  would  you  recommend  containing  health 
care  costs?  I  do  not  have  time  for  a  long  discourse,  but  can  you  give 
me  one  or  two  specifics? 

Mr.  Maher.  Well,  as  I  mentioned  in  my  comments,  we  now  have 
a  system  that — and  I  am  assuming  that  we  will  evolve  to  where  all 
citizens  will  have  access  to  health  care,  and  if  the  employers  are 
going  to  be  part  of  that  system,  then  my  suggestion  is  that  employ- 
ers, one,  have  an  option  to  buy  into  whatever  public  program  is 
available,  but  also  have  the  option  of  running  their  own  system, 
either  themselves  or  in  conjunction  with  other  employers  engaging 
in  local,  typically  managed  care  or  HMO-type  options  in  a  local 
level. 

My  own  judgment  is  that  the  cost — that  we  cannot  sustain  tying 
each  employer's  cost  to  the  demographics  of  that  employer's  own 
workforce;  in  other  words,  that  therein,  our  argument  for  a  com- 
munity rating. 

It  seems  to  me  that  there  are  too  many — it  creates  too  many  dis- 
incentives for  employers  not  to  want  to  hire  older  people,  to  dis- 
criminate against  people  with  previous  existing  conditions  or  with 
a  lot  of  dependents,  and  particularly  if  we  are  envisioning  any  type 
of  employer  mandate,  where  all  employers  have  to  contribute  some 
basic  health  plan,  not  dissimilar  from  the  minimum  wage. 

If  you  are  a  minimum-wage  payer,  everybody  pays  the  minimum 
wage,  but  if  you  have  to  offer  a  standard  health  plan,  and  I  employ 
a  bunch  of  50-year-olds  and  another  one  employs  a  bunch  of  20- 
year-olds,  the  impact  of  that  mandate  on  the  one  employer  is  sig- 
nificantly greater  than  another. 

So,  I  see  nothing  wrong  with  spreading  the  excess  costs  of  the 
bad  risks,  so  to  speak,  across  a  broader  tax  base  of  the  country.  I  do 
not  think  that  is  inappropriate  at  all. 

Mr.  BiLiRAKis.  Mr.  Krebs,  in  my  opening  statement,  I  mentioned 
the  Government  has  to  help.  One  thing  the  Government  has  done 
has  been  counterproductive,  as  far  as  I  am  concerned.  For  example, 
you  have  unisex  rates,  even  though  the  probability  factors  are  dif- 
ferent in  both  cases  and  require  the  same  payment,  the  same  bene- 
fits, and  also  a  lot  more  paperwork.  Do  you  think  that  has  contrib- 
uted to  the  health  care  cost  increase,  and  to  what  extent? 

Mr.  Krebs.  Well,  I  cannot  tell  you  the  extent.  I  would  think  that 
it  has  contributed  to  health  care  cost  increases,  but  I  cannot  give 
you  a  specific  number. 

Mr.  BiLiRAKis.  You  mentioned  we  should  keep  the  private  systern 
involved.  At  what  point  are  you  going  to  be  mad  enough  at  the  pri- 
vate sector  that  you  might  consider  some  alternative?  In  the  Cham- 
ber of  Commerce,  I  realize,  it  is  a  difficult  question. 
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Does  an  industry  ever  get  so  bad  and  so  inadequate  that  the  Gov- 
ernment has  to  step  in  and  help? 

Mr.  Krebs.  I  hope  not,  but  in  this — I  do  not  think  we  have 
reached  that  stage  yet.  I  think  that  there  is  a  lot  of  positive  things 
being  discussed. 

As  I  mentioned,  in  the  market  reform  areas,  with  the  small  case 
market  and  the  things — the  various  proposals  from  the  Pepper 
Commission,  from  the  insurance  industry,  and  our  own,  I  think 
there  is  a  lot  of  hope  there,  and  I  would,  again,  as  I  said  earlier — I 
think  we  have  to  move  forward  on  those  things  that  we  seem  to 
have  some  agreement  on,  because  I  do  not  think  we  are  going  to 
get  the  fundamental  change  that  has  been  talked  about,  the  shift 
to  a  Canadian  system,  or  some  of  these  others.  Politically,  I  do  not 
think  it  is  going  to  happen. 

So,  I  think  we  ought  to  move  and  do  something  for  some  of  the 
people  right  now.  We  may  not  be  able  to  take  care  of  everybody, 
but  we  can  maybe  reverse  this  trend  that  has  the  increased  num- 
bers in  the  uninsured  and  the  high  cost,  and  let  us  reverse  the 
trend  and  start  working  that  way.  So,  let  us  take  it  a  step  here  and 
a  step  there,  but  at  least  we  can  reverse  the  trend  and  take  care 
and  help  some  people  and  not  just  debate  this  issue. 

Mr.  BiLiRAKis.  Thank  you,  Mr.  Chairman. 

Mr.  Walgren.  Thank  you  gentlemen. 

Dr.  Rowland. 

Mr.  Rowland.  Thank  you,  Mr.  Chairman. 

Mr.  Creamer,  I  certainly  agree  with  you  that  incrementally  tin- 
kering with  the  present  system  is  not  going  to  work.  I  think  we 
have  seen  45  years  of  that,  and  there  needs  to  be  some  fundamen- 
tal changes. 

Would  you  briefly  state  what  you  think  the  negatives  are  in  the 
Canadian  system? 

Mr.  Creamer.  Well,  I  think  Congressman  Ritter  raised  the  prin- 
ciple objection,  that  there  is  a  social  policy-based  rationing  of 
health  care,  rather  than  our  economically-based  rationing  of  health 
care. 

I  would  say  that  the  National  Council  of  Senior  Citizens  has 
strongly  supported  national  health  care  and  a  Canadian-type 
system. 

Mr.  Rowland.  If  you  would  just  briefly  state  the  negatives. 
Mr.  Creamer.  The  negatives. 
Mr.  Rowland.  Yes. 

Mr.  Creamer.  Well,  the  only  negative  I  can  think  of  is  the  one 
that  Congressman  Ritter  has  raised.  That  is  the  only  one  that  is 
ever  cited  in  the  polls  of  people  in  Canada,  who  are  concerned 
about  the  system. 

Mr.  Ritter.  If  the  gentleman  would  yield,  I  think  

Mr.  Rowland.  I  only  have  5  minutes. 

Mr.  Ritter.  The  doctors  would  also — I  mean  let  us  put  it  right  on 
the  table.  The  doctors  do  not  like  the  Canadian  system,  because 
there  is  controlled  costs  there. 

Mr.  Creamer.  That  is  true,  although  GP's  in  Canada  make,  actu- 
ally, more  than  they  do  in  the  United  States.  Now,  specialists  that 
get  seven-figure  salaries  in  the  United  States  do  not  do  as  well 
there.  That  is  true. 
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Mr.  Rowland.  I  was  in  Winnipeg  last  year  meeting  the  members 
of  the  national  parliament  and  the  provincial  parliament,  also,  and 
they  were  expressing  increasing  concern  about  the  increasing  cost 
of  care.  They  are  uneasy  about  what  was  taking  place.  In  fact,  they 
just  increased  the  gasoline  tax  5  cents  a  gallon  in  Manitoba  to  pay 
for  the  increasing  cost  of  care  there. 

The  high  technology,  the  improvements  of  care,  the  increasing 
exposure  to  liability  is  making  them  very  uneasy  about  the  future 
of  the  Canadian  system. 

Do  you  see  that  in  the  not-too-distant  future  the  Canadian 
system  may  be  having  exactly  the  same  kind  of  problem  that  other 
systems  are  having? 

Mr.  Creamer.  Well,  all  we  can  do  is  look  at  experience,  Congress- 
man. You  know,  we  had  that  same  percentage  of  gross  domestic 
product  when  they  started  their  system,  and  ours  has  skyrocketed 
and  theirs  has  not.  Now,  they  are  certainly  going  to  face  the  prob- 
lems, the  ethical  problems  that  we  are  all  going  to  face,  of  the  mar- 
ginal value  of  investing  in  the  last  months  of  life  and  that  sort  of 
thing.  That  is  not  going  to  go  away  in  any  system,  in  our  judgment. 

The  question  is  how  do  you  solve  and  address  that  problem. 
Should  it  be  done  by  public  policy?  Should  it  be  done  on  a  one-by- 
one  or  private  dollar-based  rationing  card  basis? 

I,  frankly,  do  not  believe  that  the  Canadian  system  will  face  the 
kind  of  catastrophic  problems  that  we  now  see  in  our  system,  and 
that  has  certainly  been  the  case  in  the  rest  of  the  world.  The  Japa- 
nese spend  half  of  what  we  do,  and  they  go  to  the  doctor  more 
often  than  we  do. 

Mr.  Rowland.  Mr.  Maher,  let  me  ask  you — Chrysler  self-insures, 
uses  insurance  companies  principally  for  administrative  purposes. 
Why  did  Chrysler  leave  the  private  market? 

Mr.  Maher.  There  were  two  principle  reasons. 

One,  the  typical  private  insurance  market,  notwithstanding  it 
being  insurance,  you  still  pay  for  it  on  an  experience-rate  basis  and 
tie  up  a  lot  of  cash  in  insurance  reserves,  rather  than  having  that 
cash  available  for  business  purposes.  So,  I  think  efficient  use  of 
cash  was  probably  the  principle  reason  for  that. 

Congressman  Rowland,  if  I  might  add  a  P.S.  to  your  last  question 
in  terms  of  where  is  the  Canadian  system  headed,  I  think  Canada 
and,  indeed,  any  system  that  relies  exclusively  on  resource  con- 
straint as  a  way  of  controlling  cost  are  rapidly  finding  that  they 
have  to,  in  addition,  start  using  some  managed  care  techniques  in 
addition  to  resource  constraint,  and  in  the  process  of  doing  so,  I 
think  they  have  a  capability  of  saving  a  lot  of  money  on  the  serv- 
ice-delivery end,  which  could  then  be  used  to  free  up  resources  for 
some  of  the  squeaks  that  they  are  having  in  the  system,  keeping  in 
mind  that  their  system  on  hospital  controls  is  now  30  years  old  and 
physician  controls  20  years  old. 

So,  it  is  not  surprising  that  there  are  not  some  squeaks  in  the 
system  after  that  long,  but  I  think  you  will  find  them,  the  West 
Germans,  the  Japanese  all  starting  to  get  involved  in  doing  some 
appropriate  micromanaging  of  health  service  delivery  as  a  way  of 
serving  additional  money. 

What  we  need  to  do  is  less  micromanaging  and  some  more  re- 
source constraint  and  get  a  good  balance. 
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Mr.  Rowland.  We  have  certainly  been  doing  a  lot  of  microman- 
aging  in  this  country. 
Mr.  Maher.  Incredible. 

Mr.  Rowland.  In  fact,  though,  addressing  our  budget  deficit 
problem,  as  you  already  pointed  out,  we  have  been  going  to  our 
public  health  care  delivery  system.  Medicare,  looking  for  money  to 
meet  the  Gramm-Rudman  target,  and  in  doing  so,  have  increasing- 
ly micromanaged  the  system  until  there  is  so  much  hostility  out 
there  now  that  it  is  almost  unbelievable,  but  let  me  go  back  to  the 
question  that  I  originally  asked  you. 

Have  you  learned  some  lessons,  then,  do  you  think,  in  the  way 
that  you  now,  at  Chrysler,  handle  your  health  insurance  that  you 
could  pass  on  to  other  private  health  insurance  procurers  that 
might  be  helpful  to  them?  You  mentioned  the  efficient  use  of  cash 
as  one  of  the  things  that  caused  you  to  go  to  the  system  that  you 
now  have. 

Mr.  Maher.  I  think  there  is  a  lot  of  major — a  lot  of  large  busi- 
nesses that  are  making  use  of — trying  to  make  the  best  use  of  man- 
aged care  techniques,  are  finding  that  they  can  save  a  lot  of  money 
compared  with  the — a  system  where  you  just  do  not  pay  any  atten- 
tion at  all  and  just  pay  bills. 

I  mean  Chrysler  is  averaging  a  rate  of  increase  during  the  1980's, 
on  a  per-capita  basis,  was  around  8  percent.  Now,  that  is  a  lot 
better  than  business  in  general,  but  that  being  said,  the  aggregate 
level  of  our  expenditures  is  significantly  greater  than  it  would  be 
in  a  more  rational  health  system,  just  because  of  the  underlying 
excesses  of  service  delivery,  capacity,  cost  shifting,  the  malpractice 
problem.  I  mean  there  is  a  whole  series  of  problems  that  have  to  be 
taken  care  of  in  this  country. 

Plus,  one  thing  that  has  to  be  kept  in  mind  regarding  managed 
care  is  that  the  optimum  managed  care  program,  in  my  judgment, 
is  one  that  sees  a  business  armed  with  data,  going  and  contracting 
with  certain  doctors  and  hospitals,  coming  to  agreement  with  them 
on  how  to  practice  medicine,  and  then  designing  their  health  plan 
to,  in  essence,  compel  the  great  majority  of  employees  to  go  to 
those  doctors  and  hospitals. 

Now,  to  the  business,  that  looks  like  the  market  at  work.  I 
submit,  to  the  consumer  of  health  services,  it  looks  like  a  pretty 
heavy  regulatory  system,  because  they  are  being,  in  essence,  told 
the  group  of  doctors  from  whom  they  can  select  where  to  go  to  the 
doctor. 

So,  there  is  some  major  policy  issues  that  are  a  byproduct  of  the 
whole  managed  care  effort  that  I  think  have  to  be  kept  in  mind  in 
terms  of  consumer  attitudes. 

Mr.  Walgren.  The  gentleman's  time  has  expired. 

Do  you  want  one  quick  response,  Dr.  Rowland?  I  do  not  mean  to 
cut  you  off. 

Mr.  Towns.  I  yield  1  minute  of  my  time. 

Mr.  Walgren.  The  Chair  recognizes  the  gentleman  from  New 
York,  Mr.  Towns,  who  yields  to  Dr.  Rowland. 
Mr.  Towns.  I  yield  to  Dr.  Rowland. 
Mr.  Rowland.  Thank  you. 

I  just  wanted  to  ask  this  question.  Since  you  are  self-insured,  rel- 
atively speaking,  you  are  not  subject  to  State  insurance  regulation, 
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and  since  the  States  largely  regulate  the  insurance  industry  and 
health  insurance,  should  the  Federal  Government  become  more  in- 
volved in  regulation  of  the  health  insurance  industry?  They  are 
going  to  be  involved  in  mandating — increasingly  involved  in  telling 
insurance  companies  what  they  have  to  do.  Should  we  have  more 
regulation  of  insurance  companies? 

Mr.  Maker.  To  the  extent  there  is  regulation  in  the  insurance 
industry,  it  at  least  should  be  uniform.  While  it  does  not  impact  us 
because  we  are  self-insured,  if  I  were  an  insured  company  doing 
business  in  the  number  of  States  Chrysler  does,  having  to  cope 
with  all  the  varying  State  mandates  would  be  quite  confusing  not 
only  to  us  in  our  effort  to  administer  a  program  but,  I  am  sure,  to 
our  employees  as  they  tried  to  sort  out  why  an  employee  in  Minne- 
sota had  a  benefit  that  is  different  than  an  employee  in  New  York, 
for  example. 

So,  if  there  is  to  be,  as  there  should  be,  regulation  of  the  insur- 
ance industry,  I  think  it  should  be  uniform,  because  it  would  not 
only  have  the  attributes  that  I  just  mentioned  but,  also,  save  the 
insurance  companies  a  lot  of  money.  A  lot  of  the  overhead  expense 
that  they  bear  has  to  do  with  their  having  to  cope  with  a  multitude 
of  State  regulations. 

Mr.  Towns.  Mr.  Krebs,  I  assume  that  your  testimony  reflects  the 
consensus  of  your  membership.  Is  that  correct? 

Mr.  Krebs.  That  is  correct. 

Mr.  Towns.  May  I  further  assume  your  membership  includes  a 
number  of  commercial  and  health  insurers? 
Mr.  Krebs.  That  is  correct. 

Mr.  Towns.  In  such  a  situation,  when  you  represent  both  busi- 
nesses who  sell  health  insurance  and  businesses  who  are  having 
trouble  obtaining  health  insurance  in  the  commercial  market,  how 
do  you  resolve  the  conflict  in  arriving  at  your  position? 

Mr.  Krebs.  It  makes  for  some  interesting  meetings. 

Mr.  Towns.  I  would  like  to  hear  about  them. 

Mr.  Krebs.  We  have  a — we  develop  a  process  in  a  way  that  we 
try  to  make  certain  that  it  reflects  the  broad  scope  of  our  member- 
ship. We  have  180,000  members,  large,  small,  every  industry.  W^e 
have  committees,  and  we  try  to  reflect  the  makeup  of  our  member- 
ship on  those  committees. 

So,  in  the  development,  for  example,  of  a  major  policy  statement 
that  is  attached  to  that  particular  piece  of  testimony  as  an  appen- 
dix— and  that  just  went  to  our  Board  of  Directors  this  past  Novem- 
ber— that  came  out  of  one  of  our  committees,  and  all  of  the  indus- 
tries and  both  insurance  and  providers  and  the  whole  range  are 
represented  on  that,  and  it  was  an  effort  where  we  sat  down  and 
hashed  it  out  and  came  up  with  something  that  we  felt  we  all  could 
support. 

That  is  how  developed  it,  and  obviously,  at  times,  there  is  ten- 
sion, but  we  do  our  best  to  balance  that  out  and  come  out  with 
something  that  is  in  the  interests  of  the  business  community. 

Mr.  Towns.  Many  of  your  proposals  are  similar  to  those  of  the 
Pepper  Commission,  but  I  note  there  are  some  differences. 

You  would  require  an  insurer  to  accept  all  members  in  a  group, 
but  you  would  allow  entire  groups  to  be  refused  coverage.  You 
would  prohibit  exclusions  of  individuals  for  preexisting  conditions 
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once  they  are  initially  insured  when  they  change  jobs  or  their  em- 
ployer changes  health  carriers.  You  would  allow  people  initially 
seeking  coverage  to  be  excluded  because  of  a  preexisting  condition. 
You  would  create  a  reinsurance  pool  for  high-risk  employees  that 
would  allow  the  employer  to  access  it  directly,  rather  than  use  it  as 
a  backup  to  help  private  insurers  cover  the  employee  in  the  group. 

Would  you  explain  the  reasons  behind  these  differences? 

Mr.  Krebs.  Well,  we  are  into  a  very  technical  area,  and  what  I 
would  say  is,  as  we  struggle  with  the  whole  concept  of  small  case 
market  reform,  as  we  debated  this,  these  were  the  various  types  of 
tradeoffs,  I  guess,  that  folks  could  support  and  how  we  wanted  to 
address  the  issue. 

Again,  we  did  not  support  a  community  rating  aspect.  We  feel 
that  there  are  advantages  to  experience  rating,  and  what  we  have 
is  somewhere,  perhaps,  in  between  experience  rating  and  communi- 
ty rating.  The  tradeoffs  there  dealt  with  what  we  perceived  as 
the — the  positions  that  we  took  dealt  with  what  we  perceived  as 
the  major  problems  of  our  members,  from  what  we  heard  from  our 
members — the  problem  with  the  breaking  up  of  the  small  market, 
the  problem  with  when  someone  changes  jobs  or  changes  coverage, 
the  impact  of  a  preexisting  condition. 

So,  we  tried  to  address  those  in  a  rational  way,  and  that  is  how 
we  came  up  with  the  various  distinctions  that  we  did. 

Mr.  Towns.  Thank  you. 

Mr.  Creamer,  when  you  say  that  20  million  Americans  have 
health  insurance  so  inadequate  that  a  major  illness  would  result  in 
financial  ruin,  would  you  sort  of  elaborate  on  that? 

Mr.  Creamer.  Well,  the  fact  of  the  matter  is,  actually,  for  most 
of  us,  we  are  all  one  major  catastrophic  illness  away  from  financial 
disaster.  Very  often,  we  have  limitations  in  coverage.  Of  course, 
very  often,  we  have  no  coverage  at  all. 

It  is,  I  have  got  to  say,  you  know,  an  astounding  fact  that  if  the 
house  burns  down,  the  fire  department  comes  out  without  any 
question,  and  if  you  burn  up,  you  have  got  to  have — present  your 
Blue  Cross  card  before  somebody  will  try  and  take  care  of  you,  and 
I  think  that  fact  is  as  informative  as  to  the  values  that  we  have  to 
change  here  as  anything  else. 

Mr.  Towns.  Thank  you. 

Mr.  Walgren.  The  gentleman's  time  has  expired. 

All  right.  Well,  thank  you  all  very  much.  As  I  said  at  the  begin- 
ning, we  appreciate  you  as  a  resource  to  us,  and  we  will  be  in  touch 
with  you  to  get  some  further  views  on  some  specific  subjects,  and 
we  appreciate  your  help. 

We  have  next  the  Senator  from  West  Virginia,  Senator  Rockefel- 
ler, who  has  joined  us  here  this  morning,  and  we  appreciate  your 
being  able  to  come  and  participate  in  these  proceedings  on  this 
side. 

As  you  all  know.  Senator  Rockefeller  was  the  Chairman  of  the 
Bipartisan  Commission  on  Comprehensive  Health  Care,  and  we  ap- 
preciate very  much  your  being  able  to  be  with  us. 

We  are  happy  to  have  your  presentation  as  you  would  like  to 
give  it  and  look  forward  to  talking  with  you  about  it. 

Senator  Rockefeller. 
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Oh,  if  I  might,  the  gentleman  from  New  Mexico  would  like  to 
have  a  word. 

Mr.  Richardson.  Mr.  Chairman,  I  will  not  be  able  to  stay 
through  the  entire  testimony  of  our  colleague,  but  let  me  just  add 
to  what  I  think  the  whole  country  is  saying  about  the  Chairman's 
work  and  Chairman  Waxman's  work  on  this  Pepper  Commission. 

I  think,  obviously,  what  you  have  done  is  a  starting  point  for 
needed  health  care  legislation  in  this  country.  I  think,  realistically, 
I  do  not  know  if  we  can  get  to  it  this  calendar  year,  but  certainly 
the  issue  of  the  1990's  and  1992  and  1991.  I  think  all  of  this  is 
made  possible  by  the  outstanding  work  that  you  have  done,  Jay, 
and  members  of  your  Commission,  and  I  just  wanted  to  say  that  in 
case,  by  virtue  of  my  lack  of  seniority,  I  do  not  get  a  chance  to  do  it 
when  I  ask  questions. 

Thank  you,  Mr.  Chairman. 

Mr.  Walgren.  Thank  you,  Mr.  Richardson. 

Mr.  Rockefeller.  Is  he  allowed  to  come  say  that  in  West  Virgin- 
ia? 

Mr.  Walgren.  Well,  we  will  figure  that  out  later. 
Senator  Rockefeller. 

STATEMENT  OF  HON.  JOHN  D.  ROCKEFELLER  IV,  CHAIRMAN,  U.S. 
BIPARTISAN  COMMISSION  ON  COMPREHENSIVE  HEALTH  CARE 
(THE  PEPPER  COMMISSION) 

Senator  Rockefeller.  Chairman  Walgren  and  Chairman 
Waxman,  my  statement  is  mercifully  very  brief,  and  I  pray  that 
your  questions  will  be,  also. 

I  am  glad  to  be  able  to  testify  and  I  have  to,  obviously,  pay  spe- 
cial tribute  to  Chairman  Waxman.  The  Pepper  Commission  experi- 
ence was  an  extraordinary  one,  15  brave  souls  versus  the  rest  of 
the  world,  and  by  golly,  we  won.  We  put  the  right  things  down.  We 
moved  the  agenda  forward.  Chairman  Waxman  was  an  unbeliev- 
ably important  part  of  that  process,  and  he  knows  how  grateful  I 
am  to  him,  as  I  am,  indeed,  to  Karen  Nelson. 

On  the  matter  of  insurance  market  reform — the  Pepper  Commis- 
sion recommended  insurance  market  reform  as  part  of  a  compre- 
hensive plan  to  make  sure  that  every  American  has  access  to 
health  care.  Chairman  Walgren,  these  reforms  were  an  integral 
part  of  our  program,  but  obviously,  not  the  entire  program. 

I  strongly  encourage  the  subcommittees  represented  here  and  the 
Congress  as  a  whole  to  consider  private  health  insurance  industry 
reforms  and  to  do  so  within  the  context  of  the  Pepper  Commis- 
sion's goal  of  assuring  health  insurance  for  all. 

You  have  heard  some  testimony.  Some  of  the  most  interesting  is 
going  to  be  coming.  I  wish  I  could  stay  and  hear  it. 

I  have  attached  to  my  statement  an  excerpt  from  the  Pepper 
Commission's  documentation  of  findings,  which  explains  in  more 
detail  the  limitations  in  the  private  insurance  market.  I  have  also 
attached  summaries  of  the  testimony  of  some  our  witnesses  from 
hearings  we  held  around  the  country.  These  witnesses  expressed 
the  suffering  they  experienced  because  of  the  shortcomings  of  the 
insurance  market. 

Specifically,  Chairman  Walgren,  we  suggested  the  following. 
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(1)  Prohibit  insurance  companies  from  excluding  people  from  cov- 
erage because  of  preexisting  conditions. 

(2)  Insurers  must  set  rates  on  the  same  terms  to  all  groups,  re- 
gardless of  their  size,  in  specified  areas,  and  rates  may  not  be  in- 
creased selectively  for  any  group  enrolled  in  a  plan. 

(3)  All  groups  that  wish  to  purchase  coverage  must  be  guaran- 
teed acceptance. 

(4)  At  least  one  basic  benefit  package  must  be  offered  by  each  in- 
surer in  the  small-group  market  for  a  specified  minimum  enroll- 
ment period. 

(5)  managed  care  options  must  be  offered  to  small  companies  by 
insurers  that  offer  such  options  to  large  firms  and  sell  insurance  to 
small  firms. 

(6)  A  reinsurance  mechanism  to  help  insurers  spread  their  risk 
must  be  developed. 

We  think  these  reforms  will  go  a  long  way  to  correct  the  prob- 
lems encountered  by,  particularly,  small  businesses  but,  really,  by 
all  businesses,  when  they  try  to  purchase  coverage  for  their  em- 
ployees. 

When  and  if  enacted,  these  reforms  would  assure  that  employees 
of  small  firms  that  want  to  purchase  insurance  will  be  able  to  buy 
it  for  all  their  employees  regardless  of  the  health  of  the  individual 
employees. 

Insurance  risk  will  be  spread  over  a  larger  pool  of  people  than  is 
currently  the  practice  in  the  small  group  market.  Therefore,  the 
rates  for  any  given  company  will  not  depend  on  the  health  of  their 
individual  employees. 

Insurance  companies  will  begin  to  compete  on  their  ability  to 
provide  better  service.  That  is  sort  of  the  fundamental  principle  on 
which  competition  should  be  based.  That  is  where  the  competition 
should  be  in  a  more  efficient  product.  The  more  efficient  insurer 
would  win  out,  and  the  better  managed  plans,  rather  than  the  in- 
surers that  select  the  healthiest  companies  and  reject  the  compa- 
nies or  individuals  that  are  "undesirable",  would  win. 

I  do  want  to  caution  you  again  that  market  reforms  are  only  a 
part  of  what  we  suggested  in  terms  of  our  goal  of  universal  cover- 
age. While  insurance  reform  can  be  an  important  first  step,  it  will 
not  solve  the  problem  of  ensuring  coverage  to  all.  We  must  also, 
therefore,  develop  legislation  that  would  establish  more  incentives 
for  and  requirements  on  all  employers  to  offer  insurance. 

We  must  expand  and  improve  the  public  programs  that  provide 
insurance  to  the  poorest  of  Americans,  improve  our  ability  to  con- 
tain costs,  and  assure  that  the  services  we  buy  are  of  high  quality. 

That  is  the  end  of  my  testimony. 

[The  prepared  statement  and  attachment  of  Senator  Rockefeller 
follow:] 

Statement  of  Senator  John  D.  Rockefeller  IV,  Chairman,  U.S.  Bipartisan 
Commission  on  Comprehensive  Health  Care  (The  Pepper  Commission) 

Good  morning  Chairman  Walgren  and  Chairman  Waxman  and  members  of  the 
committees. 

Thank  you  for  asking  me  to  testify  on  this  important  subject  of  insurance  market 
reform.  I  am  very  pleased  that  you  are  interested  in  addressing  this  pressing  prob- 
lem. 
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The  Pepper  Commission  recommended  insurance  market  reform  as  part  of  its 
comprehensive  plan  to  assure  access  to  all  Americans  to  health  insurance.  These  re- 
forms were  an  integral  part  of  our  recommendations.  I  strongly  encourage  these 
subcommittees— and  the  Congress— to  consider  private  health  insurance  industry 
reforms,  and  to  do  so  within  the  context  of  the  Pepper  Commission's  goal  of  assur- 
ing health  insurance  for  all. 

First,  what  is  the  problem  we  are  trying  to  solve?  Over  32  million  people  have  no 
insurance.  The  vast  majority  of  the  uninsured  (75  percent)  are  workers  or  depend- 
ents, and  the  majority  of  these  people  work  in  businesses  with  fewer  than  25  em- 
ployees. 

While  many  small  businesses  do  offer  health  insurance  to  their  employees  (of 
businesses  with  fewer  than  10  employees,  46  percent  offer  insurance)  other  small 
business  owners  tell  us  that  they  do  not  offer  coverage  to  their  employees  primarily 
because  insurance  is  unaffordable  or  unavailable. 

What  makes  insurance  unavailable  and  unaffordable? 

Let's  look  at  a  small  business  to  illustrate  the  problems.  Let's  say  an  auto  body 
repair  shop  employs  twelve  people.  The  owner  decides  to  shop  around  for  insurance 
for  his  employees.  What  happens?  The  insurance  company  wants  to  know  about  the 
health  conditions  of  each  employee  and  their  dependents  before  they  will  quote  a 
price  for  coverage.  When  the  insurer  discovers  that  one  of  the  employees  has  a 
heart  condition,  the  insurance  agent  tells  the  owner  that  the  insurer  will  cover  the 
company  only  if  that  employee  is  excluded  from  the  coverage  being  offered  The 
owner  decides  to  cover  everyone  but  the  person  with  the  "pre-existing  condition", 
and  that  person  has  no  hope  of  ever  getting  coverage. 

Now  let's  look  at  the  company  the  next  year.  During  this  year  another  employee 
has  been  diagnosed  as  having  cancer.  The  insurance  company  now  says  to  the 
owner,  we  will  continue  to  cover  all  your  currently  insured  employees,  but  your  rate 
will  double.  So  the  owner  shops  around  again  and  finds  another  insurer  who  will 
cover  the  company — if  the  person  who  has  cancer  is  excluded  from  the  coverage 
group. 

How  does  this  experience  differ  from  the  experience  of  the  large  company?  The 
larger  company  does  not  experience  "medical  underwriting,"  which  is  the  process 
that  excludes  certain  people.  Premium  rates  do  no  skyrocket  every  time  one  person 
needs  medical  care.  This  is  largely  a  function  of  the  size  of  the  group.  The  risk  of 
one  person  having  high  medical  expenses  is  spread  over  all  the  employees.  The  need 
to  exclude  the  "sick  person"  is  lessened  and  the  rates  to  cover  the  larger  group  can 
remain  more  constant. 

Small  businesses  have  more  complaints.  Certain  industries,  such  as  taxi  compa- 
nies, or  construction  firms  say  that  insurance  companies  will  not  offer  them  cover- 
age under  any  circumstances.  They  also  complain  that  States  needlessly  raise  the 
price  of  insurance  by  requiring  that  all  policies  include  certain  benefits  which  the 
small  business  may  not  desire. 

I  have  attached  to  my  statement  an  excerpt  from  the  Pepper  Commission's  "Docu- 
mentation of  Findings'  which  explains  in  more  detail  the  limitations  in  the  private 
insurance  market.  I  have  also  attached  summaries  of  the  testimony  of  some  of  our 
witnesses  from  hearings  we  held  around  the  country.  These  witnesses  expressed  the 
suffering  they  experienced  because  of  the  shortcomings  of  the  insurance  market. 

The  Pepper  Commission  recommended  a  number  of  reforms,  including  the  follow- 
ing, to  alleviate  these  problems. 

1.  Prohibit  insurance  companies  from  excluding  people  from  coverage  because  of  a 
pre-existing  condition. 

2.  Insurers  will  set  rates  on  the  same  terms  to  all  groups,  regardless  of  their  size, 
in  specified  areas  and  rates  may  not  be  increased  selectively  for  any  group  enrolled 
in  a  plan. 

3.  All  groups  that  wish  to  purchase  coverage  are  guaranteed  acceptance. 

4.  At  least  one  basic  benefit  package  must  be  offered  by  each  insurer  in  the  small 
group  market  for  a  specified  minimum  enrollment  period. 

5.  Managed  care  options  must  be  offered  to  small  companies  by  insurers  that  offer 
such  options  to  large  firms  and  sell  insurance  to  small  firms. 

6.  A  reinsurance  mechanism  to  help  insurers  spread  their  risk  will  be  developed. 
We  think  these  reforms  will  go  a  long  way  to  correct  the  problems  encountered  by 

small  firms  when  they  try  to  purchase  coverage  for  their  employees.  When  enacted, 
these  reforms  would  assure  that  employers  of  small  firms  that  want  to  purchase  in- 
surance will  be  able  to  buy  it  for  everyone,  regardless  of  the  health  of  the  individual 
employees.  Insurance  risks  will  be  spread  over  a  larger  pool  of  people  than  is  cur- 
rently the  practice  in  the  small  group  market,  therefore,  the  rates  for  any  given 
company  will  not  depend  on  the  health  of  their  individual  employees.  Insurance 
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companies  will  begin  to  compete  on  their  ability  to  provide  better  service  and  better 
managed  plans  rather  than  by  selecting  the  healthiest  companies  and  rejecting  com- 
panies or  individuals  that  are  "undesirable." 

I  do  want  to  caution  you,  again,  that  market  reforms  should  be  developed  while 
keeping  in  mind  the  goal  of  universal  coverage.  While  insurance  reform  can  be  an 
important  first  step,  it  will  not  solve  the  problems  of  assuring  coverage  to  all.  We 
must  also  develop  legislation  that  would: 

Establish  more  incentives  for  and  requirements  on  all  employers  to  offer  insur- 
ance; expand  and  improve  the  public  programs  that  provide  insurance  for  the  poor- 
est Americans,  and  improve  our  ability  to  contain  costs  and  assure  that  the  services 
we  buy  are  of  high  quality. 

I  really  appreciate  the  initiative  you  are  taking  to  work  toward  solutions  to  the 
problem  of  lack  of  health  care  coverage.  This  careful  examination  of  an  important 
piece  of  the  solution  will  definitely  move  us  closer  toward  our  goal. 

Excerpts  From  Documentation  of  Findings  by  the  Pepper  Commission 

II.  Without  a  change  in  public  policy,  neither  private  health  insurance  nor  public 
coverage  is  likely  to  reach  most  people  now  uninsured. 
A.  Limitations  of  Private  Health  Insurance  Coverage 

Health  insurance  has  become  an  integral  part  of  employee  compensation.  While 
health  insurance  is  a  voluntary  employee  benefit,  most  larger  employers  provide  it 
to  their  employees  and  offer  subsidized  access  to  their  employees'  dependents.  As  a 
result,  employer-provided  plans  provide  health  insurance  to  more  than  81  percent  of 
all  workers  and  their  families.^  Coverage  is  almost  universal  among  full-time  em- 
ployees in  medium  and  larger  establishments  (private  plants  or  firms  of  about  250 
employees  or  more),  and  State  and  local  governments.  ^ 

Despite  the  breadth  of  employer-provided  coverage,  in  1987,  about  81  percent  of 
the  uninsured  population  were  either  themselves  workers  or  lived  in  families  of 
workers.  For  about  42  percent  of  the  uninsured  (13  million  people),  either  the  unin- 
sured individual  or  their  family  head  was  a  full-time,  full-year  worker.  ^  In  the  pre- 
vious year,  another  22  percent  of  the  uninsured  population,  or  8.2  million  people, 
lived  in  families  of  full-year  workers  who  reported  1  or  more  weeks  of  unemploy- 
ment during  the  year.  Only  about  18  percent  of  the  uninsured  population  (6.5  mil- 
lion people)  lived  in  families  where  the  family  head  worked  only  part-year  or  part- 
time;  and  12  percent  lived  in  families  where  there  were  no  workers.^ 

1.  Coverage  by  Firm  Size  and  Industry 

Health  insurance  coverage  is  less  likely  to  be  provided  in  relatively  small  firms. 
In  1983,  more  than  65  percent  of  all  uninsured  workers  were  either  self-employed 
(27.3  percent)  or  in  incorporated  firms  of  25  employees  or  less  (38.2  percent).  Only  13 
percent  of  the  uninsured  workers  were  in  firms  with  1,000  employees  or  more.^  Cov- 
erage is  least  likely  in  firms  with  fewer  than  10  employees,  which  account  for  about 
11  percent  of  the  workforce,  but  represent  three-quarters  of  the  Nation's  businesses. 
About  46  percent  of  firms  of  this  size  were  estimated  to  offer  health  insurance,  com- 
pared to  84  percent  of  firms  with  10  to  99  people.^ 

The  likelihood  of  working  for  an  employer  who  provides  health  insurance  not  only 
depends  on  the  firm's  size  but  also  on  the  industry.  Nearly  half  of  all  uninsured 
workers  were  concentrated  in  five  industry  groups  (construction,  retail,  business 
repair,  personal  services,  recreation  and  entertainment).  These  five  groups  account 
for  less  than  30  percent  of  the  workforce.'' 


*  Moyer,  "A  Revised  Look  at  the  Number  of  Uninsured  Americans,"  106. 

2  U.S.  Department  of  Labor,  Bureau  of  Labor  Statistics,  "Employer  Benefits  in  Medium  and 
Large  Firms,  1988."  (Washington,  D.C.:  U.S.  Government  Printing  Office,  1988). 
^  Moyer,  "A  Revised  Look  at  the  Number  of  Uninsured  Americans." 

*  Deborah  Chollet,  "Uninsured  in  the  United  States:  The  Nonelderly  Population  without 
Health  Insurance,  1986"  (Washington,  DC:  Employee  Benefit  Research  Institute,  October  1988). 

=  Deborah  Chollet,  "A  Profile  of  the  Nonelderly  Population  Without  Health  Insurance,"  in 
"Government  Mandating  of  Employee  Benefits  (Washington,  D.C.:  Employee  Benefit  Research 
Institute,  1987). 

*  ICF,  Inc.,  "Health  Care  Coverage  and  Costs  in  Small  and  Large  Businesses,"  Final  Report 
prepared  for  the  Office  of  Advocacy,  U.S.  Small  Business  Administration,  April  15,  1987.  Num- 
bers are  from  tabulations  from  Tables  1-2  and  II-l. 

'  Robert  B.  Friedland,  "Employer-Sponsored  Health  Insurance  Coverage,"  Employee  Benefit 
Research  Institute,  Issue  Brief,  September  1986,  Number  58. 
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Firms  in  these  five  industries  tend  to  be  relatively  small,  more  labor  intensive, 
less  profitable,  and  less  stable  then  firms  in  other  industries.  Their  employees  are 
more  likely  to  be  part-time  or  seasonal  workers,  are  less  likely  to  be  unionized,  and 
are  more  likely  to  change  jobs — factors  that  tend  to  deter  employers  from  establish- 
ing health  insurance  plans. ^  These  firms  may  also  include  as  workers  a  dispropor- 
tionately number  of  women  and  retirees  who  have  returned  to  work.^ 

2.  Employers  and  the  Health  Insurance  Market 

Employers'  options  for  providing  health  insurance  depend  a  lot  on  their  size.  An 
employer  with  a  large  number  of  employees  can  essentially  insure  itself  by  spread- 
ing the  health  risks  of  each  employee  over  all  its  employees.  Administrative  and 
marketing  costs  are  also  spread  over  the  number  of  policyholders  in  their  group. 
Consequently,  premiums  per  individual  are  relatively  low.  Small  employers  and  in- 
dividuals do  not  have  these  same  advantages  and,  as  discussed  below,  pay  a  substan- 
tially higher  premium  per  individual — if  health  insurance  is  available  at  all. 

Larger  Employers.  To  help  control  their  health  insurance  expenditures,  most  very 
large  employers  have  moved  toward  self-insuring,  thereby  avoiding  the  need  to  use 
a  health  insurance  company.  Instead  of  paying  regular  premiums  to  an  insurance 
company,  the  employer  establishes  an  ERISA-regulated,  Internal  Revenue  Code 
501(c)(9)  trust  fund  to  pay  its  employees'  claims  directly.  Third-party  administrators, 
which  may  include  insurance  companies,  are  used  primarily  to  handle  the  process- 
ing of  the  health  claims.  An  estimated  42.1  percent  of  all  participants  of  employer- 
provided  health  insurance  plans  in  firms  with  200  employees  or  more  were  in  self- 
insured  plans  in  1985.^° 

Self-funding  enables  employers  to  retain  complete  control  of  the  insurance  re- 
serves, offering  them  maximum  flexibility  in  their  financing.  They  no  longer  pay 
insurance  company  profits,  and  because  the  health  plan  is  no  longer  an  insurance 
policy  under  State  regulation,  employers  avoid  paying  health  insurance  premium 
taxes.  In  addition,  the  ERISA  preemption  of  State  insurance  regulations  enables 
those  who  self-insure  to  design  their  health  insurance  plans  without  regard  to  State 
mandated  benefits. 

However,  a  comparison  of  plan  coverage  by  source  of  financing  reveals  that  self- 
funded  plans  are  not  radically  different  from  traditional  health  insurance  plans. 
Self-insured  plans  are  slightly  less  likely  to  fully  cover  diagnostic  X-ray  and  labora- 
tory fees  or  to  provide  coverage  for  alcoholism  and  drug  abuse  treatment.  On  the 
other  hand  self-insured  plans  are  more  likely  to  cover  in-office  physician  and  rou- 
tine physical  examinations.  On  the  whole,  coverage  of  hospital  and  physician  care 
seems  to  be  the  same.  ^  ^ 

Although,  philosophically,  employers  may  wish  to  be  free  to  design  their  health 
insurance  plans,  competition  with  other  employers  for  employees,  as  well  as  union 
influence,  may  limit  the  scope  of  services  an  employer  would  consider  dropping. 
Furthermore,  employers  value  the  health  of  their  employees  (which  includes  those 
in  the  position  of  designing  employee  benefit  packages)  and,  therefore,  are  likely  to 
cover  health  care  services  that  enable  their  employees  to  return  to  work  as  quickly 
as  possible. 

Large  employers  that  do  not  self-insure  are  usually  "experience"  rated.  Experi- 
ence-rated firms  pay  for  the  health  care  costs  of  their  own  employees.  If  the  premi- 
ums paid  to  the  insurance  company  do  not  match  the  insurance  claims  paid  for  the 
plan,  the  prer^iiums  for  the  next  year  are  adjusted  accordingly.  The  insurance  com- 
pany administers  the  claims  and  takes  the  interim  risk  between  plan  years,  but  is 
able  to  keep  any  earnings  on  the  insurance  reserves  as  well  as  the  negotiated  profit. 

Smaller  Firms  and  Individuals.  Individuals  and  extremely  small  firms  (under  25 
employees  in  general,  and  under  10  employees  in  particular)  face  the  insurance 
market  with  a  decided  risk  and  related  premium  based  on  the  characteristics  of  the 
firm  itself  and  the  individuals  in  that  firm.  Some  insurers  have  decided  not  to  offer 
health  insurance  to  certain  types  of  businesses.  Small  firms  that  are  in  financially 
risky  industries  and  those  with  many  part-time  or  seasonal  workers  are  the  least 
likely  to  find  an  insurer  willing  to  offer  them  insurance. 


*  Congressional  Research  Service,  Insuring  the  Uninsured:  Options  and  Analysis  [Committee 
Print,  Senate  Education  and  Labor  Committee,  Serial  No.  100-DD]  (Washington,  D.C.:  U.S.  Gov- 
ernment Printing  Office,  October  1988),  33-38. 

9  Emily  S.  Andrews,  Pension  Policy  and  Small  Employers:  At  What  Price  Coverage?  (Washing- 
ton, DC:  Employee  Benefit  Research  Institute,  1989). 

'°  "Features  of  Employer  Health  Plans:  Cost  Containment,  Plan  Funding,  and  Coverage  Con- 
tinuation," Employee  Benefit  Research  Institute,  Issue  Brief,  November  1986,  Number  60. 
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Assuming  an  insurer  is  willing  to  sell  them  a  policy,  employees  in  very  small 
groups  and  individuals  must  submit  to  medical  underwriting  and  face  the  likelihood 
of  receiving  either  less  coverage  or  no  coverage  due  to  a  prior  medical  condition. 
Furthermore,  the  policy  is  going  to  be  more  expensive  (perhaps  10  to  20  percent 
higher)  than  the  same  coverage  sold  to  a  larger  firm.  This  is  because  the  costs  of  a 
few  who  might  need  health  care  are  spread  over  a  smaller  group.  So  too  are  the 
administrative  costs,  such  as  marketing,  and  the  costs  of  establishing  and  running 
the  plan.  To  compound  matters,  some  of  these  costs  are  inherently  higher  for  small- 
er firms,  since  they  do  not  have  the  personnel  that  larger  firms  have  to  manage 
employee  benefits  and  relations. 

For  the  smallest  plans  (1  to  4  employees),  administrative  expenses  can  be  as  much 
as  40  percent  of  their  health  care  claims.  Administrative  expenses  as  a  percentage 
of  claims  drop  to  25  percent  for  groups  of  20  to  49.  By  comparison,  total  administra- 
tive expenses  for  conventionally  insured  plans  (10,000  and  more  employees)  are  5.5 
percent  of  claims  and  in  self-funded  plans,  administrative  costs  can  be  as  low  as  2.5 
percent  of  claims.  ^  ^ 

The  health  care  claims  of  a  few  people  in  a  small  group  can  raise  the  average  cost 
beyond  that  which  is  affordable  to  smaller  employers.  Large  hikes  in  premiums  that 
occur  when  a  few  members  of  the  group  get  sick  encourage  employers  to  seek  insur- 
ance coverage  from  another  insurance  company.  While  this  encourages  competition 
among  insurers,  it  also  raises  the  costs  for  insurers,  since  they  can  no  longer  rely  on 
amortizing  the  costs  of  setting  up  the  insurance  plan  over  several  years.  Instead,  the 
acquisition  costs  are  more  likely  to  be  included  in  the  first  year  premium.  Unfortu- 
nately, with  every  change  in  insurance  carrier,  the  likelihood  increases  that  an  em- 
ployee or  employee's  dependent  will  lose  coverage  or  have  coverage  limited  due  to  a 
"pre-existing  condition." 

Over  the  past  decade,  this  process  has  accelerated.  Employers  looking  for  the  best 
rates  and  insurers  competing  for  the  best  risks  have  fragmented  what  used  to  be  a 
large  pool  in  which  risks  were  shared.  As  a  result,  the  cross-subsidies  that  used  to 
exist  have  diminished,  and  smaller  groups  increasingly  must  cover  their  own  costs 
completely.  There  is  nothing  inherent  in  the  market  process  to  alter  this  trend. 

Individuals  without  employer-provided  health  insurance  can  have  an  even  more 
difficult  time  finding  insurance.  About  a  third  of  the  Blue  Cross/Blue  Shield  plans 
have  open-enrollment  periods  in  which  insurance  is  available  regardless  of  health 
status.  Benefits  for  pre-existing  conditions,  however,  are  not  usually  available  until 
after  a  waiting  period.  For  all  other  Blue  Cross/Blue  Shield  plans,  commercial 
plans,  and  Health  Maintenance  Organizations,  medical  underwriting  is  standard  for 
individuals. 

Witnesses  From  Pepper  Commission  Hearings 

Cheryl  Gresek — Ipswich,  Ma 

The  Greseks  and  their  employees  were  covered  by  a  group  health  insurance  policy 
purchased  by  their  small  business.  Starting  at  1  week  of  age,  their  son,  Daniel,  re- 
quired three  open  heart  surgeries  and  a  feeding  tube  in  his  stomach.  His  bills  have 
totalled  over  $300,000.  The  premiums  for  themselves  and  their  employees  increased 
to  $766  a  month.  Although  they  had  always  covered  their  employees,  they  had  to 
drop  their  coverage  because  the  business  couldn't  sustain  the  increase.  Six  months 
later  when  their  premiums  nearly  doubled,  they  dropped  the  policy.  Fortunately, 
they  found  coverage  for  Daniel  in  a  State  program  for  disabled  children  but  they 
are  still  angry  about  how  the  insurance  company  treated  them.  "They  lead  you  to 
believe  they  will  be  there  for  you,  but  if  you're  a  high  risk  they  want  you  out."  With 
Daniel  out  of  the  group  they  were  able  to  resume  coverage  for  their  employees. 

Sue  Stevens — St.  Louis  Park,  MN 

Sue  Stevens  is  a  single  mother  with  a  12-year-old  daughter.  Although  at  one  time 
on  welfare,  Ms.  Stevens  went  back  to  school  and  found  full-time  employment  at  a 
small  crafts  store.  When  she  took  the  job,  she  told  her  employer  that  she  would  take 
a  lesser  salary  but  needed  health  coverage  for  her  daughter  and  herself.  The  em- 
ployer had  a  policy  for  his  employees  but  the  insurer  would  not  take  them  because 
of  their  preexisting  health  conditions  (they  both  have  allergies  and  asthma  and  Ms. 
Stevens  also  has  high  blood  pressure).  Ms.  Stevens  has  investigated  other  insurance 
companies  and  HMO's  but  none  will  take  them.  She  can't  understand  our  system 
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which  makes  things  so  hard  on  people  trying  to  pay  their  own.  Since  they  remain 
uninsured,  she  worries  whether  their  next  health  crisis  will  devastate  them  finan- 
cially. 

Susanne  Dotson — Cleveland,  OH 

Ms.  Dotson  is  a  sole  proprietor,  the  manufacturing  representative  for  an  office 
furniture  distributor.  Currently  45,  she  has  had  gynecological  problems  since  her 
30's,  and  has  undergone  significant  medical  treatment.  However,  she  is  now  enter- 
ing menopause,  which  will  resolve  the  condition.  Until  last  year,  she  was  covered  by 
her  husband's  plan  through  Blue  Cross/Blue  Shield.  They  divorced  last  year.  Feder- 
al law,  would  have  permitted  her  to  buy  coverage  for  3  more  years  under  her  hus- 
band's plan  but  she  wanted  to  make  a  clean  break  with  the  past  and  thought  she 
could  as  well,  if  not  better,  on  her  own.  She  applied  to  Blue  Cross/Blue  Shield 
through  COSE,  an  organization  which  assists  small  businesses  purchase  insurance. 
She  was  turned  down  because  of  her  preexisting  condition.  The  irony  is  that  they 
had  covered  her  for  this  same  condition  until  she  applied  for  individual  coverage. 
With  an  annual  gross  income  of  $72,000  she  could  support  a  substantial  insurance 
premium  but  she  cannot  find  any  insurer  who  will  take  her. 

Mr.  Walgren.  Very  good. 

Well,  you  know,  I  would  like  to  say,  also,  as  Congressman  Rich- 
ardson has,  how  much  all  of  us  appreciate  your  role  in  this  and  the 
Commission's  role  in  it.  Certainly,  it  has  focused  our  attention  on  a 
set  of  specifics  that  we,  at  last,  can  react  and  form  around  and,  I 
think,  has  created,  for  the  first  time  in  my  lifetime,  the  possibility 
that  if  we  are  all  looking  at  the  same  candle,  we  could  find  a 
broad-enough  consensus  in  our  country  to  make  some  fundamental 
changes,  and  so,  you  have,  to  your  inestimable  credit,  and  I  think  it 
is  so  appropriate  that  the  Commission  be  known  as  the  Pepper 
Commission,  in  view  of  that  long  lifetime  that  went  into  urging  us 
to  appreciate  and  understand  that  there  had  to  be  something  that 
was  all-encompassing  that  was  done  if  people  were  not  to  be  left 
out. 

So,  you  have  just  done  a  magnificent  service  to  the  country,  and 
given  modern  political  history,  it  is  great  that  it  comes  out  of  West 
Virginia,  because  it  seems  like  West  Virginia  seems  to  provide  the 
turning  points  in  political  history,  in  my  lifetime  an5nvay,  since 
about  1960,  and  this  is  something  that  I  personally  appreciate  very 
much  the  opportunity  be  involved  in. 

Let  me  ask,  generally,  the  problems  of  the  small  employer  that 
you  focused  on  here,  and  as  I  understand  it,  the  Commission  is 
pushing  toward  geographic  rates  or  geographic  standards  that 
would  prevent  a  small  employer  from  suffering  any  different  rat- 
ings than  anyone  else  in  a  

Senator  Rockefeller.  In  an  MSA — that  is  correct. 

Mr.  Walgren.  Can  you  develop  the  problem  that  the  small  em- 
ployers face  a  little  bit  more  for  our  record  here  before  this  com- 
mittee? 

Senator  Rockefeller.  Our  assumption,  based,  I  think,  on  good 
statistical  evidence  is  that,  basically,  small  businesses  want  to  be 
able  to  provide  insurance  to  their  employees.  The  reason  I  say  ''sta- 
tistical evidence"  is  because  90  percent  of  small  businesses  that 
have  25  or  more  employees,  in  fact,  do  provide  health  insurance.  In 
fact,  46  percent  of  small  businesses  that  have  10  or  fewer  employ- 
ees, almost  half,  do  provide  health  insurance.  Therefore,  concern- 
ing those  who  do  not  provide  insurance,  I  think  we  have  to  start 
from  the  premise  that  they  want  to  but  cannot  afford  to.  Presum- 
ably, there  might  be  some  who  just  do  not  want  to. 
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If  small  businesses  simply  cannot  afford  to  provide  insurance, 
then  the  question  becomes  how  can  we  make  it  more  affordable  for 
them.  That  is  why,  in  the  Pepper  Commission,  we  devised  reforms 
in  the  insurance  market.  That  is  why  we  give  extra  time  to  small 
business,  particularly  for  small  businesses  with  under  25  employ- 
ees, with  $18,000  annual  average  wage  or  less  to  voluntarily  pro- 
vide insurance  for  their  employees. 

We  really  reach  out  to  small  businesses  by  giving  them  subsidies 
in  the  form  of  tax  incentives,  unincorporated  businesses;  and  the 
self-employed  will  get  full  deductibility  of  health  insurance  premi- 
ums, and  all  kinds  of  efforts  to  small  businesses  include  the  time  to 
make  it  possible  for  them  to  afford  health  insurance.  Obviously 
there  also  has  to  be  reform  within  health  insurance,  starting  early, 
hopefully  in  the  very  first  year,  so  that  the  cost  of  health  insurance 
stabilizes. 

I  do  not  think  anybody  is  trying  to  say  that  premiums  are  going 
to  go  down,  but  stability  and  predictability  are  incredibly  impor- 
tant. I  hope  that  some  person  who  is  running  a  restaurant  or  owns 
a  flower  shop  or  has  a  3-  or  4-person  logging  operation  somewhere 
in  the  west,  will  be  able  to  say,  several  years  from  now,  that  the 
Pepper  Commission  and  Congress  gave  us  the  time,  gave  us  the  in- 
centives, helped  reform  the  insurance  industry,  or  the  insurance  in- 
dustry reformed  themselves,  so  that  now  I  can  afford  health  insur- 
ance for  my  employees  and  I  am  going  to  get  it,  because  a  healthy 
worker  is  to  the  distinct  advantage  of  all  employers. 

Mr.  Walgren.  How  did  the  testimony  before  the  Commission — as 
I  understand  it,  there  are  two  elements  that  have  been  raised  with 
me  that  are  significant  in  the  small  group  area.  One  of  them  is,  as 
I  understand  it,  how  the  individual  fits  in  the  small  group,  where  if 
you  have  an  individual  with  a  specific  health  problem,  there  are 
instances  where  real  steps  are  taken  to  get  that  person  the  heck 
out  of  there  

Senator  Rockefeller.  That  is  correct. 

Mr.  Walgren  [continuing].  Either  through  discharge  and  rehire 
mechanism  that  would  now  allow  them  to,  as  a  matter  of  right 
anjrway,  to  rejoin  the  plan,  or  some  other  exclusionary  practice 
where  individuals  are  left  because  of  their  higher  medical  risk.  In  a 
small  group,  they  stand  out  as  quite  a  sore  thumb. 

Then  the  other  question  I  sort  of  raise  and  ask  you  to  give  us  a 
little  bit  of  a  background  that  the  Pepper  Commission  saw  is  where 
this  industry  is  going  with  the  increased  availability  to  project 
higher  costs  for  given  individuals  in  the  future,  where,  as  I  under- 
stand it,  the  insurance  industries  are  becoming  more  and  more  spe- 
cific in  their  efforts  to  not  cover  certain  kinds  of  cases,  and  if  those 
people  are  in  that  small  group,  they  too  are  going  to  stand  out  like 
a  sore  thumb. 

Can  you  give  this  committee  a  little  bit  of  the  flavor  of  the  testi- 
mony that  underlines  this  requirement  that  these  groups  be  all-in- 
clusive, that  they  be  area-wide,  and  that  they  not  cover  or  exclude 
on  the  basis  of  preexisting  condition? 

Senator  Rockefeller.  See,  I  think  insurance  started  out  as  it 
should  have,  the  way  Blue  Cross  &  Blue  Shield  started — in  other 
words,  with  community  rating.  The  Blues  assumed  that  there  were 
some  sick  people,  there  were  some  old  people,  there  were  some 
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young  people,  there  were  some  healthy  people,  and  there  were 
some  people  in  between,  and  there  were  100  of  them  or  50  of  them 
or  1,000  of  them,  and  you  insured  them  all.  That  is  community 
rating,  and  then,  competition  began  to  develop. 

What  inevitably  happens,  obviously,  is  that  insurers  want  to  go 
for  where  they  can  make  the  most  money.  This  principle  got  them 
going  for  the  niche,  for  the  young  and  for  the  healthy.  When  you 
are  going  for  the  young  and  the  healthy,  you  are  not  particularly 
interested  in  people  who  are  sick.  We  heard  numerous  examples  in 
our  hearings  of  people — in  one  case,  mother  and  a  child  who  had 
sinus  and  allergies — not  exactly  life-threatening,  but  persistent 
sinus  and  allergies,  who  were  just  written  right  out  of  insurance, 
they  could  not  get  insurance.  The  woman  offered  to  take  lower 
wages  from  her  employer,  if  the  insurance  would  be  available. 

So,  she  took  lower  wages,  and  the  employer  agreed.  They  did  ev- 
erything they  were  meant  to,  but  the  insurer  would  not  insure 
them.  They  are  not  insured  this  day. 

Indeed,  we  ran  into  people  of  very  substantial  means.  A  woman 
in  Ohio,  who  had  an  income  of  $70,000  a  year  had  something  called 
a  preexisting  condition.  She  could  afford  insurance,  but  she  could 
not  buy  it.  We  think  that  is  wrong.  I  will  say  this,  Mr.  Chairman,  I 
think  the  insurance  industry  is  struggling  right  now  with  itself. 

HIAA  and  Blue  Cross/Blue  Shield — I  think  there  is  a  struggle. 
On  the  one  hand,  there  is  a  sense  that  it  is  not  right  that  America 
should  be,  other  than  South  Africa,  the  only  other  country  in  the 
industrialized  world  that  does  not  have  health  insurance  for  all 
and  that  the  insurers  are  part  of  the  problem — not  all  of  the  prob- 
lem, but  they  are  surely  part  of  it.  They  know  it.  That  is  not  right. 

They  know  that,  and  I  think  there  is  substantial  movement  and 
conflict  within  these  major  groups,  between  those  who  want  to  stay 
with  the  old  ways  and  those  who  want  to  strike  out  and  solve  the 
problem.  I  think  those  who  want  to  strike  out  and  solve  the  prob- 
lem are  motivated  by  one  very,  very  clear  factor. 

They  know  that  in  the  Pepper  Commission  we  specifically,  delib- 
erately preserved  the  private  insurance  market;  we  specifically  did 
that.  It  is  our  interest,  it  is  our  desire  that  they  remain  healthy, 
that  there  be  private  insurers.  We  specifically  protected  them,  but 
we  asked,  in  return  for  that,  some  reform.  I  think  that  some  of  the 
insurers  are  thinking,  in  the  backs  of  their  minds  and  it's  moving 
toward  the  forward  part  of  their  minds,  that  if  these  reforms  are 
not  made,  that  there  is  going  to  be  a  rising  up  and  an  anger  out 
there  in  this  country.  That  5  or  8  or  9  years  from  now  people  are 
going  to  say  we  do  not  want  anymore  private  insurance.  They  are 
not  doing  the  job.  Let  us  get  rid  of  them  and  let  us  have  national 
health  insurance.  That  is  called  the  end  of  the  private  insurance 
market. 

Mr.  Walgren.  Clearly  stated. 

The  Chair  recognizes  your  colleague  on  the  Pepper  Commission, 
Chairman  Waxman. 
Mr.  Waxman.  Thank  you,  Mr.  Chairman. 

It  is,  having  served  on  the  Commission,  hard  to  imagine  we 
would  have  been  able  to  succeed  as  we  have  without  the  tremen- 
dous leadership  that  we  had  from  Senator  Rockefeller. 
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These  issues  are  complicated.  They  are  difficult.  We  were  pulled 
in  a  lot  of  different  directions  by  different  concerns,  but  we  had  a 
clear  mandate  from  the  Congress  that  we  were  to  address  the  two 
issues  of  access  to  care  and  long-term  care.  The  proposals  that 
came  out  of  our  Commission  are  not  only  a  starting  point  but,  I  be- 
lieve, clearly,  the  blueprint  for  where  the  Congress  is  going  to  go  as 
we  tackle  the  issues. 

The  difficulty  we  are  having  is  that  people  that  need  to  give  us 
the  leadership  to  deal  with  this  urgent  national  crisis  are  running 
for  cover.  I  am  speaking  of  the  administration,  which  has,  I  think, 
the  responsibility  to  lead,  not  to  hide. 

Senator,  it  is  appropriate  that  you  are  here  to  talk  to  both  of  our 
subcommittees  about  the  Commission  recommendations.  Our  sub- 
committees are  looking  at  the  problems  of  private  insurance  and 
public  programs,  what  the  impact  is  going  to  be  on  health  care  in 
this  country.  They  are  all  inextricably  linked. 

As  we  try  to  build  on  an  existing  system  of  private  insurance  for 
working  people,  public  programs  for  those  who  are  unable  to  get 
private  coverage,  we  need  to  build  on  that  system  by  making  im- 
portant reforms  both  in  the  private  insurance  area  as  well  as  in 
the  public  sector  programs  that  aid  it. 

You  are  absolutely  right — we  really  do  not  have  a  lot  of  choices. 
If  we  are  going  to  solve  the  problems  in  this  country  of  the  lack  of 
access  to  care  by  anjrwhere  from  31  to  37  million  people  and  the 
inadequate  coverage  for  millions  of  others,  we  do  not  have  many 
different  ways  to  go. 

We  may  well  have  to  decide  that  the  only  course  is  a  Canadian 
system  or  a  national  health  insurance  system,  as  it  has  been  pro- 
posed in  the  past. 

Our  colleague,  Mary  Rose  Oakar,  made  a  very  forceful  argument 
for  moving  in  that  direction  in  our  Commission,  and  she  is  going  to 
testify  after  you  to  our  two  panels,  to  talk  about  why  that  ought  to 
be  the  choice,  and  I  am  very  sympathetic  to  what  she  has  to  say. 

That  is  one  clear-cut  choice. 

The  other  choice  is  to  build  on  existing  systems  that  we  have, 
with  the  reforms  that  have  been  proposed  by  the  Pepper  Commis- 
sion. 

The  third  choice,  which  I  consider  unacceptable,  is  to  let  our 
health  care  system  continue  to  deteriorate. 

I  just  want  to  pay  tribute  to  Senator  Rockefeller.  I  have  asked 
him  so  many  questions  during  the  course  of  deliberations  of  the 
Commissions,  so  I  won't  question  him  now.  I  have  some  other  ques- 
tions, but  I  am  going  to  ask  them  privately.  I  just  wanted  to  ac- 
knowledge publicly  the  tremendous  leadership  and  commitment 
that  you  gave  to  our  deliberations  and  our  product,  which  I  hold  up 
to  everyone  with  a  great  deal  of  pride. 

Senator  Rockefeller.  I  want  to  acknowledge  publicly  the 
amount  of  information  and  instinct  and  good  sense  and  judgment 
that  I  learned  from  Chairman  Waxman. 

Mr.  Walgren.  Thank  you  very  much  for  that  statement. 

When  I  think  of  this  subcommittee,  it  is  a  great  comfort  that  Mr. 
Waxman  serves  on  this  subcommittee  as  well  as  chairing  the  one 
with  specific  jurisdiction  over  health.  We  want  to  make  a  real  con- 


93 


tribution  in  this  area,  and  with  him  among  us,  there  is  no  question 
that  we  are  going  to  have  a  good  chance  to  do  that. 

So,  I  appreciate  your  being  here. 

Dr.  Rowland. 

Mr.  Rowland.  I  have  no  questions,  Senator.  I  just  want  to  thank 
you  for  the  hard  work  that  you  have  put  in  trying  to  find  a  solu- 
tion to  this  problem  that  we  have  in  health  care  today  in  our  coun- 
try, and  thank  you  very  much  for  being  here  today. 

Senator  Rockefeller.  Thank  you,  sir. 

Mr.  Walgren.  Let  me  take  one  second  of  Dr.  Rowland's  time, 
then,  and  ask,  generally,  what  can  be  said  about  the  apprehensions 
of  the  private  sector  that  the  public  plan  will  somehow  or  other 
either  be  in  such  direct  competition  with  them  that  they  will  either 
be  driven  or  that  whatever  parameters  we  set  in  the  public  plan 
will,  by  definition,  I  gather,  limit  whatever  free  market  movement 
they  might  need  in  response? 

Can  you  tell  us  some  of  the  problems  of  running  both  a  public 
plan  and  a  large  private  sector  involvement  at  the  same  time? 

Senator  Rockefeller.  First  of  all,  you  have  to  have  a  public 
plan,  because  not  everybody  is  going  to  choose  to  buy  private  insur- 
ance. Part  of  the  Pepper  Commission  plan  is  that  you  either  buy 
private  insurance,  or  if  you  are  a  small  business,  after  a  period  of 
years,  you  can  choose  to  pay  a  percentage  of  payroll  tax,  which 
then  pays  for  insurance  from  the  public  plan  for  employees  of 
those  businesses  that  do  not  already  have  private  insurance. 

So,  there  is  some,  what  I  would  call,  exquisite  tension  between 
the  private  insurance  plan  and  the  public  plan. 

The  Pepper  Commission  does  not  want  the  public  plan  to  grow. 
We  want  to  set  the  rates  of  the  payroll  tax,  for  example,  at  that 
perfect  pitch  alchemy  level  which  is  both  competitive  with  but  not 
competitive  over  private  insurance,  because  we  do  not  want  people 
giving  up  their  private  insurance. 

If  we  did,  let  us  say,  a  payroll  tax  of — you  pick  a  number — 5  per- 
cent, and  small  business  said,  oh,  boy,  that  is  terrific.  I  have  been 
carrying  my  own  private  insurance.  I  am  going  into  the  public 
plan.  I  can  do  much  better  that  way.  We  do  not  want  that. 

We  want  there  to  be  exquisite  tension,  but  we  want  the  private 
insurance  to  more  than  hold  its  own,  and  we  want  the  reforms  to 
cause  them  to  be  able  to  compete  and  to  win  based  upon  the  effi- 
ciencies that  are  developed  within  the  insurance  companies  be- 
cause of  some  of  the  reforms  that  we  suggest. 

We  do  not  want  the  public  plan  to  be  a  threat  to  private  insur- 
ance. We  do  not  want  the  public  plan  to  grow.  We  want  the  public 
plan  to  offer — make  available  insurance  to  those  who  do  not  have 
it,  but  not  to  preempt  or  even  to  diminish  private  insurance.  But 
clearly,  there  is  some  tension,  Mr.  Chairman.  We  have  designed  it 
that  way,  and  I  think  that  is  fair. 

Mr.  Walgren.  The  way  you  have  suggested  the  reforms,  there 
could  be  no  transfer  dumping. 

Senator  Rockefeller.  No.  If  we  make  the  wrong  judgments,  if 
we  set  the  payroll  tax  in  the  wrong  fashion,  too  low,  for  exam- 
ple  

Mr.  Walgren.  That  would  create  an  incentive  to  go  for  one  or 
the  other. 
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Senator  Rockefeller.  That  is  correct.  We  do  not  want  that. 

Mr.  Walgren.  Individuals  could  not  be  pitched  

Senator  Rockefeller.  That  is  correct. 

Mr.  Walgren  [continuing].  Because  you  have  clear,  strict  re- 
quirements that  the  plans  offered  by  group  inclusive  

Senator  Rockefeller.  Absolutely. 

Mr.  Walgren  [continuing].  And  not  dependent  on  individual  con- 
ditions. 

Senator  Rockefeller.  Absolutely,  and  you  mentioned  at  the  be- 
ginning geography.  I  mean,  in  other  words,  if  a  plan  is  being  of- 
fered over  here  in  this  area  or  this  State  and  its  geographic  MSA 
or  whatever  includes  a  lot  poorer  area,  where  there  are  a  lot  more 
problems,  the  insurer  has  got  to  offer  the  same  plan  in  both  areas. 
In  terms  of  small  companies,  if  an  insurer  offers  managed  care  op- 
tions to  a  large  employer,  then  it  has  got  to  offer  it  to  a  small  em- 
ployer. 

I  mean,  we  do  call  for  strenuous  reforms,  but  we  think  those  are 
the  reforms  which  will,  in  fact,  end  up  preserving  the  private  in- 
surance market  and  industry. 

Mr.  Walgren.  An3d:hing  further? 

[No  response.] 

Mr.  Walgren.  Well,  let  me,  on  behalf  of  the  committee,  thank 
you,  and  on  my  own  behalf,  I  wish  I  could  be  as  eloquent  as  some 
of  my  colleagues  in  saying  how  important  I  think  your  role  in  this 
has  been  and  to  what  credit  you  will  be  able  to  look  back  on  this 
period,  but  I  mean  it  just  as  much,  and  so,  let  me  just  say  thank 
you  on  behalf  of  all  us. 

Senator  Rockefeller.  Thank  you,  Mr.  Chairman. 

Thank  you,  Chairman  Waxman. 

Mr.  Walgren.  We  now  have  our  colleague  from  Ohio,  Congress- 
woman  Mary  Rose  Oakar,  also  a  member  of  the  Commission  and, 
as  Congressman  Waxman  said,  a  strong  advocate  of  some  very  par- 
ticular thrusts  in  this  area. 

Mr.  Waxman.  Mr.  Chairman,  if  I  might  be  permitted  to  say  a 
few  words  before  our  very  distinguished  witness  begins  her  testimo- 
ny. 

There  is  no  one  in  this  Congress  that  has  more  of  a  commitment 
to  trying  to  do  something  in  a  very  compassionate  sense  about 
those  who  are  left  out.  Mary  Rose  Oakar  worked  tremendously 
hard  as  a  member  of  the  Commission.  I  know;  I  sat  next  to  her 
most  of  the  time. 

I,  unfortunately,  am  going  to  have  to  leave,  and  I  wanted  to 
apologize.  I  am  going  to  check  your  testimony  to  see  if  you  changed 
any  of  your  views  since  I  last  heard  them.  But  knowing  your  com- 
mitment, I  suspect  they  remain  firm.  They  are  based  on  underly- 
ing, basic,  decent  values. 

Thank  you. 

Ms.  Oakar.  Thank  you,  Mr.  Chairman. 
Mr.  Walgren.  The  gentlelady  is  recognized. 
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STATEMENT  OF  HON.  MARY  ROSE  OAKAR,  A  REPRESENTATIVE 
IN  CONGRESS  FROM  THE  STATE  OF  OHIO,  AND  A  MEMBER  OF 
THE  PEPPER  COMMISSION 

Ms.  Oakar.  Thank  you,  Mr.  Chairman,  and  I  want  to  compli- 
ment you,  and  before  the  other  distinguished  chairman  of  one  of 
the  subcommittees,  so  important,  leaves,  I  want  to  say  how  much  I 
enjoyed  working  with  Henry,  and  I  know  his  staff  director  is  here, 
and  we  have  been  partners,  and  I  have  followed  his  leadership  and, 
indeed,  this  committee's  leadership,  in  so  many  ways. 

Good  to  see  Doc  Rowland,  a  member  of  this  subcommittee,  one  of 
only  two  health  providers  in  Congress,  who  is  knowledgeable,  on 
the  committee,  and  I  am  delighted  to  personally  appear  before  you. 

Mr.  Chairman,  I  think  this  hearing  really  is  so  important,  be- 
cause you  asked,  in  your  letter  to  us,  a  very  fundamental  question, 
and  that  is  what  is  the  role  of  the  private  insurance  company,  and 
I  want  to  assure  this  committee  that  both  in  the  legislation  that  I 
have  proposed  and,  certainly,  as  a  member  of  the  Pepper  Commis- 
sion, there  is  a  role  for  the  private  sector.  I  voted  for  the  Commis- 
sion report,  which  was  divided  into  two  parts — the  acute-care  part 
and  the  long-term-care  part,  and  it  was  a  close  vote  in  one  area, 
and  maybe  my  vote  meant  something,  as  some  of  us  felt. 

So,  I  would  be  totally  delighted  if  I  felt,  comprehensively,  we 
would  take  that  package,  put  it  into  a  form  of  legislation,  and  pass 
it,  and  is  there  a  role  for  the  private  insurance  company?  Absolute- 
ly. I  do  not  think  anybody  feels  there  is  not,  and  those  recommen- 
dations certainly  mirror  that,  and  Senator  Rockefeller,  our  distin- 
guished chairman,  who  had  a  tough  job — I  mean  can  you  imagine 
succeeding  Claude  Pepper,  who  passed  away,  who  is  the  reason  we 
even  had  this  Commission  established? 

He  did  a  yeoman's  job  in  trying  to  form  a  consensus,  and  that 
was  the  nature  of  the  Commission,  and  that  is  certainly  the  nature 
of  my  support  for  the  report. 

So,  both  in  that  approach,  which  I  support,  and  the  approach 
that  I  have  offered  as  a  piece  of  legislation,  H.R.  4253,  the  private 
insurance  company  has  a  very  important  role,  unlike  other  univer- 
sal coverage,  accessible  coverage  areas. 

Having  said  that,  I  want  to  just  ask  unanimous  consent  to  put 
my  entire  statement  for  the  record  and  speak  a  little  bit  extempo- 
raneously, briefly,  if  I  can. 

I  think  it  is  real  important  for  us  to  evaluate  why  the  public 
sector  had  to  get  involved  in  the  insurance  arena.  Think  about  it, 
because  that  is  one  of  your  fundamental  questions. 

Why  did  we  have  to  have  Medicare  in  1965,  when  that  bill  was 
passed  and  added  to  the  Social  Security  Act?  It  was  because  nobody 
would  insure,  essentially,  the  disabled  and  the  elderly.  They  could 
not  get  accessible  insurance.  They  could  not  afford  it  if  there  were 
insurance  companies  out  there. 

Why  do  we  have  Medicaid?  Because  we  have  poor  people  who 
cannot  afford  medical  insurance,  and  so,  we  are  a  humane  society. 

When  you  look  at  what  is  happening  in  the  insurance  industry— 
I  used  to  chair  the  compensation  committee  for  employee  benefits 
for  Federal  employees,  which  is  totally  unique.  I  mean  we  have 
over  400  private  insurance  companies  that  you  and  I  and  our  staff 
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and,  indeed,  all  Federal  employees  and  Postal  workers  and  letter 
carriers  can  choose  from,  and  it  is  a  fabulous  idea,  and  it  works. 

I  mean  we  have  some  finetuning  to  do  in  that  whole  area,  but 
the  fact  is  we  have  400  different  plans  that  we  can  choose  from.  We 
set  a  minimum  standard,  and  the  Office  of  Personnel  Management 
says  here  is  the  money  we  have  to  work  with,  based  on  the  60  per- 
cent contribution  of  the  Federal  Government,  the  employer,  and 
the  40  percent  contribution  of  the  employee. 

So,  the  fact  is  that  we  mirror,  by  what  we  do  for  ourselves  and 
Civil  Servants,  the  fact  that  we  have  demonstrated,  certainly,  a 
belief  in  the  private  sector  involvement. 

However,  having  said  that,  I  am  really  concerned  about  what  is 
happening  in  private  insurance,  and  what  is  the  contribution  of  the 
absolute  crisis  that  we  have  in  this  country  with  respect  to  individ- 
uals who  are  not  covered  or  are  covered  enormously  inadequately 
or  have  seen  their  rates  increased,  as  they  have  in  my  own  State  of 
Ohio,  dramatically,  and  have  seen  insurances  that  used  to  be  in- 
volved— the  Senator  made  reference  to  the  Blues — used  to  be  in- 
volved in  health  coverage  and,  indeed,  not  for  profit,  and  now,  in 
my  City  of  Cleveland  and  the  suburbs  that  I  represent,  you  cannot 
get  a  policy  by  an  insurance  company  that  exists  that  is  not  for 
profit,  and  I  think  that  is  a  drarnatic  turn  in  terms  of  what  has 
happened  to  the  health  coverage  in  this  country  and  the  accessibil- 
ity and  affordability  of  coverage. 

Senator  Rockefeller  mentioned  some  of  the  reforms,  which  I  cer- 
tainly agree  with  and  supported.  Certainly,  high-risk  people — the 
$70,000-a-year  woman  was  from  my  District.  We  had  the  hearing  in 
Cleveland.  She  could  not  get,  even  if  she  wanted  to  pay  for  it, 
health  insurance,  because  she  was  a  high  risk.  The  absolute  dis- 
crimination that  takes  place  relative  to  some  insurance  companies 
is  reprehensible. 

The  people  who  have  lost  coverage  because  they  get  an  acute, 
chronic  problem — let  us  say  they  have  cancer  and  they  switch  jobs 
and  maybe  they  are  in  a  smaller  business,  which  most  Americans 
are  involved  with  as  an  employee.  Very  often,  their  coverage  is 
cancelled.  Can  you  imagine  that?  Can  you  imagine  the  morale  and 
the  productivity  of  that  employee  who  does  not  have  insurance  cov- 
erage because  of  what  may  be  an  arrested  disease? 

I  think  we  have  to  think  in  terms  of  reforms  relative  to  what  it 
is  that  insurance  companies  cover.  Why  is  it  that  insurance  compa- 
nies, by  and  large,  refuse  to  cover — and  including  public-sector  in- 
surance policies,  like  Medicare — prevention?  I  was  pleased  to  sup- 
port the  Commission's  recommendation.  One  of  the  reasons  I  did, 
frankly,  is  because  they  accepted  a  couple  of  amendments  I  offered 
relative  to  prevention,  and  I  was  delighted  that  they  accepted 
them,  and  I  think  that  was  generous  of  the  Commission  to  vote  for 
them. 

Why  is  it  that  in  a  country  that  has  the  highest  infant-mortality 
rate  in  terms  of  an  industrialized  country — the  highest — why  is  it 
that  we  do  not  have  wellness  programs  covered  in  insurance  poli- 
cies— the  immunization  of  children,  for  example?  Where  can  you 
find  a  policy  that  does  that?  Here,  we  know  it  is  going  to  save 
money  and  save  lives. 
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Why  is  it  we  cannot  get  mammography  coverage  not  only  in 
the — and  I  was  delighted  that  Chairman  Waxman  had  a  hearing 
the  other  day,  which  unfortunately  I  could  not  attend.  He  has  leg- 
islation. I  have  legislation.  It  does  not  matter  who  passes  it  under 
what  name.  We  ought  to  cover  that.  We  know  we  would  save 
money  and  lives. 

The  short-term  notion  about  health  delivery  in  this  country  is 
absolutely  off  base,  in  my  judgment.  If  you  take  mammography,  if 
you  catch  a  breast  cancer  at  an  early  stage,  it  costs  about  $10,000. 
It  will  cost  $65,000  to  $100,000  without  the  early-stage  detection, 
and  the  person  has  less  chance  of  survival. 

Now,  if  there  was  any  kind  of  example  that  mirrors  the  problem 
with  other  cancer  screening  for  men  and  so  forth,  I  do  not  know 
what  other  examples  we  have  to  give  to  convince  not  only  our  own 
policies  that  we  have  something  to  say  about  the  private  insurance 
policies,  that  they  ought  to  cover  prevention. 

Mr.  Chairman,  the  other  concern,  of  course,  is  that  what  has 
happened  is  the  rate  of  return  to  people.  Why  is  it  that  people — we 
are  lucky.  We  can  switch  insurance  companies,  you  know,  during 
the  open  season,  but  what  happens — our  Aging  Committee  did  a 
little  study — I  am  sure  you  have  done  similar  studies — where  we 
know  that  the  rate  of  return — in  other  words,  when  a  person  has  a 
claim — we  set  a  standard  that  it  has  to  reimburse  that  person  or 
the  doctor  or  the  hospital  at  least  60  percent  of  their  premium. 

Medicare  does  a  much  better  job.  It  is  90  percent  of  the  time  or 
more.  Some  insurance  policies — our  committee  could  submit  this 
for  the  record — reimburse  people  only  9  percent  of  their  premium. 
How  is  it  that  we  do  not  regulate  that?  I  mean  if  there  was  ever  a 
reason  for  regulation,  it  is  the  ripoffs  of  some  of  these  policies — 
certainly,  not  all  of  them,  and  I  do  not  mean  to  cast  all  insurance 
policies  in  the  same  light. 

So,  we  need  to  set  standards.  We  need  to  increase  our  oversight 
over  the  industry,  which  is  so  important. 

Finally,  Mr.  Chairman,  I  will  say  this.  The  Pepper  Commission 
made  a  very  fundamental  statement,  and  believe  me,  we  debated 
this,  believe  it  or  not.  We  said  that  every  American  has  a  right  to 
comprehensive  coverage,  including  long-term  care,  and  on  long- 
term  care,  I  do  not  know  where  you  find  a  policy  that  covers  that. 
That  is  very  fundamental. 

I  am  convinced— and  I  have  really  changed  my  niind  about 
this — that  it  ought  to  be  a  universal  approach  and  that  it  ought  to 
be  comprehensive,  that  it  ought  to  include  acute  care,  comprehen- 
sive, prevention.  It  ought  to  include  research,  which  we  also  includ- 
ed in  our  report.  We  want  a  billion  dollars  on  research  for  aging 
issues. 

Mr.  Chairman,  we  also  said  that  the  American  people  ought  to 
have  the  will  and  we  ought  to  have  the  will  and  the  courage  to  do 
something  about  it. 

Can  you  have  universal  coverage  comprehensively  for  every 
American?  You  can.  Can  you  still  keep  the  private  sector  involved? 
Sure. 

The  approach  that  I  use  in  my  bill  is  to  set  the  high  standard 
and  allow— and  have  a  single  payer,  which  we  do.  We  do  this  in 
Federal  employment  policies.  In  terms  of  giving  a  framework  for 
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what  we  can  afford  to  pay  for,  we  set  a  high  standard  that  includes 
prevention,  research,  acute  care,  long-term  care,  and  then  allow 
the  States  to  subcontract,  with  the  private  insurance  gainfully  in- 
volved in  bidding  for  the  contract,  and  maybe  you  have  5  or  6  poli- 
cies for  each  State.  Maybe  you  have  three.  Maybe  you  have  two. 
Maybe  you  have  one. 

The  fact  is,  like  the — and  I  got  the  idea,  frankly,  from  our  Feder- 
al insurance  program.  Like  our  program,  let  them  bid  for  a  mini- 
mum standard,  for  a  standard  of  insurance  coverage.  It  is  good  for 
them.  It  keeps  them  honest.  It  keeps  them  competitive.  We  can  do 
it,  and  it  is  unlike  Canada. 

Mr.  Chairman,  finally,  is  it  cheaper  to  do  it  universally?  The 
Pepper  Commission  staff,  God  bless  them,  even  though  their  heads 
may  not  have  been  where  their  hearts  wanted  to  be,  the  fact  is 
they  said  that  my  plan,  which  I  offered  as  a  proponent,  and  the 
vote  was  9  to  6,  saves  a  lot  of  money. 

We  are  paying  more  than  any  other  industrialized  country  for 
health  care — 12  percent,  compared  to  8  percent  in  Canada — and 
135  percent  more  per  capita  than  Japan,  getting  less,  and  so  on, 
and  I  really  think  we  ought  to  just  say  this  is  it.  We  ought  to  do  it, 
keep  the  private  sector  involved,  have  a  high  standard,  and  not 
have  our  people  worried  about  health  care  in  this  country,  and  it  is 
cheaper. 

My  bill  costs  $234  billion.  No  smoke  or  mirrors.  That  is  what  it 
costs,  but  we  spend  $647  billion  in  health  care  now,  and  it  is  very 
inadequate. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Ms.  Oakar  follows:] 

Statement  of  Hon.  Mary  Rose  Oakar,  A  Representative  in  Congress  From  the 
State  of  Ohio  and  a  Member  of  the  Pepper  Commission 

Mr.  Chairman,  I  am  very  pleased  to  be  here  today.  I  thank  you.  Chairman  Wal- 
gren,  for  holding  one  of  the  first  hearings  of  your  stewardship  on  this  important 
subcommittee  on  the  question  the  future  of  the  private  insurance  industry  in  light 
of  the  recent  recommendations  of  the  Pepper  Commission.  I  hope  that  your  leader- 
ship on  this  subcommittee  will  be  long  and  fruitful.  I  am  also  pleased  to  be  here 
before  Representative  Waxman  who  served  with  me  on  the  Commission.  I  would 
also  like  to  express  my  special  appreciation  to  Senator  Rockefeller.  His  leadership 
on  the  Commission  helped  develop  a  strong  consensus  on  the  Commission  for  uni- 
versal health  coverage  and  access  to  long-term  care  that  many  thought  was  not  pos- 
sible on  a  bipartisan  commission. 

As  an  active  member  of  the  Pepper  Commission,  let  me  begin  by  stating  my  con- 
viction that  universal  coverage  of  all  Americans  for  comprehensive  health  care  and 
long  term  care  from  the  cradle  to  the  grave  will  be  an  anchor  issue  in  the  1990's. 
Access  to  health  care  should  be  a  basic  guaranteed  right  for  American  citizens,  yet 
in  our  Nation,  we  treat  health  care  much  the  same  as  we  treat  any  other  commodi- 
ty. The  fact  remains  that  the  United  States  is  the  only  industrialized  Nation,  other 
than  South  Africa,  that  does  not  provide  universal  health  care  coverage  to  all  its 
citizens.  Two  weeks  ago,  the  Census  Bureau  reported  that  63  million  Americans,  or 
28  percent  of  the  population  lacked  health  insurance  for  substantial  periods  during 
a  28  month  period.  Thirty  seven  million  Americans  have  absolutely  no  health  insur- 
ance in  our  country  and  long  term  care  coverage  is  an  option  only  for  the  very  rich 
or  the  very  poor.  Meanwhile,  the  United  States  spends  more  per  capita  on  health 
care  than  any  other  nation — 43  percent  more  than  Canada,  87  percent  more  than 
West  Germany,  and  132  percent  more  than  Japan.  We  spend  much  more  and  we  get 
much  less  because  we  don't  deal  with  health  care  in  a  comprehensive  fashion  in  our 
national  health  policy. 

Certainly  the  blame  for  these  discrepancies  does  not  lie  solely  in  the  lap  of  the 
private  insurance  industry.  Competition  inherent  in  the  private  sector  has,  in  many 
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ways  been  beneficial  to  ensuring  consumer  access  to  the  best  in  available  medical 
technology.  It  is  the  Congress  and  the  administration  that  set  health  policy  in  our 
Nation.  We  continue  to  seek  piecemeal  solutions  to  controlling  the  spiralling  health 
care  costs  in  our  country,  rather  than  choosing  to  grab  the  bull  by  the  horns  and 
adopt  a  national  approach.  However  there  have  been  gross  abuses  and  incredible 
waste  in  our  private  system  due  to  the  lack  of  guidelines  that  we  set  for  guarantee- 
ing the  adequacy  of  health  delivery  and  health  access  for  our  people.  The  private 
insurance  industry  must  be  more  strictly  regulated  in  our  Nation.  I  believe  that  the 
Pepper  Commission  recommendations  which  I  have  supported  move  us  in  that  direc- 
tion. However  I  would  prefer  that  Congress  adopt  my  legislation,  H.R.  4253,  the 
Universal  Health  Care  For  All  Americans  Act. 

I  think  it  is  terrible  that  health  insurers  in  our  Nation  shut  off  those  who  have  a 
pre-existing  condition.  When  the  Pepper  Commission  held  hearings  in  my  district 
one  of  the  witnesses  was  a  self-employed  entrepreneur  with  an  annual  income  of 
$70,000.  Because  of  a  pre-existing  condition  she  could  not  buy  health  insurance  for 
any  price.  H.R.  4253,  would  guarantee  health  coverage  regardless  of  pre-existing 
conditions.  Mr.  Chairman,  I  know  that  you  have  introduced  legislation  to  correct 
this  serious  problem  and  I  commend  your  efforts  on  that. 

Another  abuse  of  our  system  is  the  lack  of  preventive  coverage  available  in  most 
health  plans.  It  took  years  of  intensive  lobbying  on  many  fronts  to  get  the  25  States 
on  board  who  now  require  private  insurers  to  cover  regular  mammography  screen- 
ing. Refusal  to  cover  preventive  services  such  as  immunizations,  pap  smears,  or 
simple  routine  check-ups  makes  no  sense  from  a  health  care  standpoint  or  from  a 
business  standpoint.  Early  detection  of  mammography  screening  is  proven  to  reduce 
breast  cancer  mortality  by  as  much  as  30  percent.  Early  treatment  of  breast  cancer 
costs,  on  average,  $15,000  while  treatment  in  later  stages  may  cost  $65,000  or  more. 
The  Pepper  Commission  proposal  as  like  as  my  bill,  places  a  heavy  emphasis  on  pre- 
ventive services  as  both  humane  and  cost-effective. 

Also,  most  private  health  insurance  plans  available  on  the  market  today  do  not 
adequately  cover  home  health,  hospice,  and  respite  services.  These  are  often  the 
most  sensible,  humane  alternatives  to  more  expensive,  impersonal  institutionaliza- 
tion for  those  who  do  not  necessarily  need  such  care.  By  the  same  token,  many 
States  currently  do  not  require  States  to  directly  reimburse  licensed  health  profes- 
sionals such  as  nurse  practitioners  and  nurse  midwives  for  their  services. 

The  cost  of  private  insurance  is  simply  growing  out  of  reach  for  millions  of  Ameri- 
cans. This  is  true  especially  of  Medigap  insurance  that  seniors  are  forced  to  buy  be- 
cause Medicare  only  covers  45  percent  of  their  needs.  Rates  for  Medigap  went  up  an 
average  of  33  percent  in  my  State  of  Ohio  this  year.  In  New  York  these  increases 
averaged  62  percent.  In  Arizona,  the  average  increase  in  Medigap  insurance  this 
year  was  133  percent.  Nearly  two-thirds  of  the  States  do  not  require  any  prior 
review  or  approval  of  proposed  group  rate  increases  before  they  go  into  effect. 
Recent  Report  by  the  House  Committee  on  Aging,  Subcommittee  on  Health  and 
Long-Term  Care,  looking  at  exactly  how  well  both  Federal  and  State  provisions 
were  controlling  the  cost  of  Medigap  insurance,  revealed  that  significant  number  of 
insurance  companies  were  not  meeting  the  Federal  minimum  standard  of  a  60  per- 
cent loss  ratio — that  is  that  companies  should  pay  out  60  percent  of  the  premiums 
they  take  in  the  form  of  benefits,  75  percent  for  group  policies.  The  study  found  that 
a  whole  host  of  companies  were  below  the  60  percent  mark.  Ten  to  20  companies 
were  in  the  50  percent  to  60  percent  range.  Twenty  to  30  companies'  ratios  were  as 
low  as  50  percent  down  to  30  percent.  Two  companies  were  found  with  loss  ratios  at 
8  percent.  That  means  that  only  eight  cents  on  every  dollar  that  consumers  paid 
into  these  Medigap  plans  came  back  to  them  in  the  form  of  benefits.  Medicare  cur- 
rently runs  a  95  percent  loss  ratio. 

Mr.  Chairman,  the  point  remains  that  the  problems  of  access  to  care,  adequacy  of 
care,  and  the  rising  cost  of  care  are  all  linked  to  one  another.  We  cannot  adequately 
address  any  of  these  problems  unless  we  address  them  all  at  once,  comprehensively. 
One  of  the  problems  that  drives  up  health  costs  in  our  country  is  the  confusion  of 
paperwork  that  comes  with  diverse  State  regulatory  structures  and  a  multi-payer 
system.  The  Pepper  Commission  recommendations  do  not  address  this  issue.  My  leg- 
islation H.R.  4253  does  set  up  a  single  payer  system.  Pepper  Commission  staff  esti- 
mates that  such  a  system  could  save  24  billion  per  year  in  reduced  overhead  costs. 

The  structural  centerpiece  of  H.R.  4253,  the  Oakar  Universal  Health  Care  For  All 
Americans  Act  is  a  State-Federal  partnership  which  makes  all  citizens  eligible  for 
coverage.  The  bill  is  modeled  on  the  Canadian  health  program  and  centers  on  State 
delivery  of  services  with  Federal  oversight  and  contributions.  States  will  accept  bids 
to  provide  at  least  the  minimum  benefits  described  in  the  bill,  and  will  be  free  to 
select  as  many  plans  as  they  wish  to  administer.  Any  group,  including  private  insur- 
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ers,  hospitals,  HMO's,  PPO's,  etc.,  would  be  encouraged  to  bid  for  States'  acceptance.  ' 
The  $200  billion  in  premiums  currently  paid  by  individuals  and  corporations  direct- 
ly to  these  providers  would  have  to  be  recaptured  by  the  State  and  Federal  Govern- 
ments to  pay  for  the  plan.  The  staff  of  the  Pepper  Commission  has  assessed  this 
proposal  as  the  most  comprehensive  and  probably  the  least  expensive  proposal  put 
forth.  The  total  cost  of  the  plan  has  been  estimated  by  the  commission  staff  at  $234 
billion.  That  is,  as  I  mentioned,  not  much  more  than  Americans  currently  spend  on 
inadequate  private  insurance  which  for  the  most  part,  does  not  cover  long  term 
care. 

Mr.  Chairman,  a  recent  survey  indicates  that  67  percent  of  Americans  would 
favor  a  plan  similar  to  Canada's  which  includes  universal  health  coverage  and  long- 
term  care.  I  do  not  believe  that  the  Congress  will  be  able  to  ignore  this  mandate 
much  longer.  I  will  continue  to  fight  for  such  a  plan,  but  I  believe  that  the  private 
insurance  industry  can  and  should  continue  to  play  a  role  in  health  delivery  in  the 
United  States.  Thank  you  again.  Chairman  Walgren,  for  holding  this  timely  hear- 
ing. 

Mr.  Walgren.  All  right.  Well,  thank  you  very  much,  Congress- 
woman  Oakar.  I  can  sense  that  your  role  in  that  mission,  that  Sen- 
ator Pepper  was  probably  looking  over  your  shoulder  more  than 
anyone  else's. 

Ms.  Oakar.  His  ghost  was  there  all  the  time. 

Mr.  Walgren.  You  were  representing  the  direction  that  he 
would  really  like  to,  in  his  sense,  see  our  country  go,  and  that 
makes  a  great  contribution. 

I  recognize  the  gentleman  from  Georgia  for  any  questions. 

Mr.  Rowland.  Thank  you  very  much  for  your  hard  work  in 
trying  to  find  a  solution  to  this  and  for  being  here  today. 

Ms.  Oakar.  Thank  you  very  much. 

Mr.  Chairman,  if  I  might  just  close  by  saying  it  was  Congress- 
man Pepper's  unfulfilled  dream,  after  50  years  of  working  on  this 
issue  and  being  ostracized  and  publicly  demeaned  and  so  because  of 
his  views  on  health  care,  it  was  his  view  that  every  American 
should  be  comprehensively  covered,  including  long-term  care.  So, 
we  ought  to  do  that  in  his  memory.  Because  he  won't  let  us  not  do 
it.  I'm  just  convinced  that  it's  going  to  happen. 

Thank  you,  Mr.  Chairman. 

Mr.  Walgren.  Thank  you  for  coming  today.  We  look  forward  to 
talking  to  you  about  it  as  time  goes  on. 

Let  me  split  the  next  panel  and  call  first  Dr.  Stuart  Altman.  Dr. 
Altman,  as  many  of  you  know,  is  chairman  of  the  Prospective  Pay- 
ment Commission  and  has  served  in  so  many  different  capacities 
and  is,  at  this  very  moment,  required  to  be  hosting  a  group  else- 
where in  the  Capitol  and  I  want  to  particularly  express  my  appre- 
ciation for  your  having  been  willing  to  stay  over  with  us  a  little  bit. 
Let's  get  you  on.  We  want  to  have  you  as  part  of  this  record  and 
then  what  we  can't  get  with  you  this  afternoon,  we  can  come  back 
and  get  another  day  in  some  later  conversation. 

Dr.  Altman. 

STATEMENT  OF  STUART  H.  ALTMAN,  DEAN,  FLORENCE  HELLER 
GRADUATE  SCHOOL  FOR  ADVANCED  STUDIES  IN  SOCIAL 
POLICY,  BRANDEIS  UNIVERSITY 

Mr.  Altman.  Thank  you,  Mr.  Chairman.  I  appreciate  the  time. 

This  is  really  a  historic  piece  of  activity  because  prior  to  this 
year,  whenever  we  have  discussed  national  health  insurance,  our 
focus  has  always  been  on  the  unfortunate  problems  of  our  unin- 


101 


sured.  For  20  years,  I  have  been  in  this  town  working  with  groups 
trying  to  develop  a  comprehensive  plan  for  this  country  in  health 
care.  And  we  have  focused  on  the  uninsured,  and  appropriately  so. 

In  the  1970's,  every  major  group  had  a  plan  and  we  were  talking 
then  about  the  number  of  uninsured,  10  million,  12  million,  15  mil- 
lion at  the  outside,  and  their  serious  problems.  But  this  is  the  first 
time,  Mr.  Chairman,  that  your  committee  has  recognized  what  is,  I 
fear,  the  inevitable,  and  that  is  our  basic,  fundamental,  core, 
health  financing  system  is  cracking.  And  I  am  not  an  alarmist  by 
temperament  but  there  is  no  alternative,  as  you  look  at  it,  as  you 
watch  it;  it  has  been  spiraling  out  of  control.  And  what  you  have 
hit  upon  is  that  what  we  are  talking  about  is  a  breakup  of  the 
health  financing  system  for  our  middle  class. 

As  I  have  indicated  in  my  testimony,  and  I  hope  you  will  put  it 
in  the  record  in  its  entirety,  and  it  may  be  corny,  but  what  we  are 
evolving  to  is  a  health  care  insurance  system  that  will  only  be 
available  for  the  healthy  and  the  wealthy  because  we've  reached 
the  end  stage,  experience  rating  by  individual,  experience  rating  by 
very  small  groups.  Where  do  we  go?  There  is  no  place  left. 

I  think  Senator  Rockefeller  and  the  examples  that  he  found — I 
mean,  it's  incredible  when  a  woman  with  kids  with  sinus  can't  find 
health  insurance. 

Now,  what  is  understandable  but,  as  I  listen  to  it,  is  so  sad  is 
that  the  groups  that  are  debating  the  change  all  have  good  cover- 
age. And  we  all  sit  around  the  room — and  I  have  been  in  these 
groups,  more  than  I  can  count — everyone  has  their  own  preferred 
choice  but  if  the  plane  gets  a  little  too  icy  and  moves  a  little  too 
close  to  their  line  of  business,  whether  it's  the  commercial  insur- 
ance companies  of  Blue  Cross,  or  the  hospitals,  or  the  doctors,  they 
pick  up  their  papers  and  they  walk  away.  Unfortunately,  the 
people  who  really  need  the  care,  the  coverage,  are  left  out. 

I  really  applaud  Senator  Rockefeller  and  Congressman  Waxman 
and  the  others  for  moving  the  step  forward  in  the  Pepper  Commis- 
sion. I  think  it's  a  step  in  the  right  direction. 

But  let  me  just  add  points  that  I  think  are  important.  We  are 
now  holding  up  as  a  reason  why  we  should  not  move  forward,  iron- 
ically, the  small  employer.  That  is  the  key  problem.  Ironically,  it's 
the  small  employer  that's  getting  killed  by  the  current  system.  All 
the  big  players,  they're  doing  fine— they're  not  doing  fine.  My 
friend  Wally  Maher  over  there,  Chrysler  is  not  going  to  go  out  of 
business  because  of  health  care.  Chrysler  can  fight  back.  General 
Motors  can  fight  back.  The  Medicare  program  can  fight  back.  So 
here  we  are  saying  we  can't  do  anything  because  of  the  small  em- 
ployer. 

What  the  Pepper  Commission  left  out,  which  needs  to  be  put 
back,  has  to  be  in  there,  is  an  overall  cost  containment  system,  a 
system  which  says  everybody  plays  on  the  same  level  of  the  playing 
field.  Medicare  cannot  shift  its  costs  down  to  General  Motors,  Gen- 
eral Motors  cannot  shift  it  down  to  the  ABC  Rubber  Company,  and 
on  down  the  line,  because  that's  what's  happening. 

Now,  there  are  various  mechanisms  to  do  that  and  I  have  out- 
lined one  that  I  believe  could  work.  It's  a  plan  that  has  been  tried 
in  some  other  countries  like  Germany;  a  regional  plan  for  estab- 
lishing bargaining  arrangements  between  private  payers,  and  gov- 
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ernment,  and  the  providers,  not  an  all-or-nothing  like  the  Medicare 
program  does,  but  where  it  would  be  established  at  a  State  level 
and  bargained  down.  And  once  it's  agreed  to,  the  rates  per  admis- 
sion or  per  diagnosis,  as  we  do  under  the  DRG  system,  everybody 
pays  the  same.  Right  now,  that  small  employer,  to  insure  his  and 
her  workers  has  to  pay  probably  50  percent  to  100  percent  to  200 
percent  more  than  the  big  employer  who  has  to  pay  substantially 
more  than  the  Medicare  program.  As  I  indicated  in  my  testimony, 
that  will  only  get  worse. 

So,  as  we  debate  this — and  I  know  we  need  to  debate  it — and  are 
fair  to  all  the  sectors,  I  think  we  have  to  recognize  that  the  system 
that  is  currently  in  place  is  not  self-correcting.  It's  not  that  the  pri- 
vate insurance  companies  are  bad  people,  it's  not  that  private  deli- 
verers of  care  are  just  sort  of  deliberately  raising  their  prices,  they 
are  caught  in  the  same  spiral  that  we  are  caught  into.  It  cannot 
end  without  intervention  of  Government.  The  question  is  how  do 
you  intervene  in  a  way  that  does  not  do  too  much  damage. 

I  think  the  Pepper  Commission,  by  establishing  the  changes  in 
the  rules  of  the  game,  requiring  everyone  to  have  insurance  at  a 
pay  in  is  a  movement  we  need  to  make  because  there  is  only  one 
other  alternative.  In  spite,  of  what  anybody  tells  you,  there's  only 
one  other  alternative  that  can  solve  this  problem  and  that's  a  take- 
over completely.  Anybody  else  that  comes  before  you  that  has  a 
plan  that  isn't  one  of  those  two  is  not  telling  you  the  complete 
truth  to  the  extent  that  they  know  it.  They  are  leaving  pieces  of  it 
out.  You  can  put  off  the  day  when  you  have  to  make  a  choice  be- 
tween those  two;  5  years,  10  years.  But  the  truth  is  you've  got  two 
avenues  to  go  down.  I  think  the  Pepper  Commission  and  that  of  the 
National  Leadership  Commission  that  I  was  on,  which  included  big 
corporations,  labor  unions,  other  consumer  groups  is  the  way  to  go. 

I'll  be  glad  to  answer  any  questions. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  and  attachments  of  Mr.  Altman  follow:] 

Statement  of  Stuart  H.  Altman 

Good  morning,  Mr.  Chairman.  My  name  is  Stuart  H.  Altman.  I  am  the  dean  of 
the  Heller  Graduate  School  for  Social  Policy  at  Brandeis  University  and  Chairman 
of  the  Prospective  Payment  Assessment  Commission.  As  you  know  ProPac  is  respon- 
sible for  advising  the  Congress  and  the  Executive  branch  on  the  operations  and  im- 
plications of  the  Medicare  hospital  payment  system. 

With  respect  to  the  subject  matter  of  this  hearing,  my  experience  includes  a  5- 
year  tenure  as  Deputy  Assistant  Secretary  for  Planning  and  Evaluation  for  the  then 
Department  of  Health,  Education  and  Welfare,  1971-1976,  where  my  office  was  re- 
sponsible for  developing  the  administration's  national  health  insurance  proposal. 
Most  recently,  I  served  as  a  member  of  a  broad  based  private  sector  National  Lead- 
ership Commission  on  Health  Care  and  chaired  a  subcommittee  which  drafted  their 
plan  for  assuring  that  all  Americans  have  the  financial  capacity  to  receive  needed 
medical  care. 

I  am  sorry  to  report  to  you  that  the  current  health  care  financing  system  of  the 
United  States  is  in  serious  trouble  and  unless  something  is  done  soon  to  significant- 
ly repair  it  we  could  have  a  major  crisis.  Believe  me,  Mr.  Chairman,  I  do  not  bring 
this  warning  to  you  lightly  or  without  much  thought.  We  have  a  situation  that  is 
not  self  correcting.  It  must  have  the  active  intervention  of  Government.  Let  me  em- 
phasize at  the  outset,  however,  that  my  own  preference  is  that  such  intervention 
not  be  in  the  form  of  a  complete  takeover  by  Government  of  the  financing  of  our 
$660  billion  health  sector.  I  believe  that  our  reliance  on  private  employer  based 
health  insurance  for  most  Americans  has  served  this  Nation  well.  But  help  is 
needed  and  needed  soon. 
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The  plan  that  was  developed  by  the  National  Leadership  Commission  and  more 
recently  by  the  bipartisan  Pepper  Commission  for  the  most  part  builds  on  our  cur- 
rent employer-based  system.  It  attempts  to  share  the  burden  of  repair  among  pri- 
vate employers,  employees,  individuals  and  Government.  Regardless  of  what  you 
might  hear  from  others  there  is  really  only  one  other  alternative  to  solving  this 
problem;  that  is  a  complete  Government  takeover  of  the  health  financing  system  of 
this  country.  Any  other  proposal  would  leave  us  far  short  of  a  complete  solution  and 
would  only  put  off  the  day  when  this  ultimate  choice  would  have  to  be  made. 

The  main  engine  of  our  problem  lies  in  the  costliness  of  health  care  and  the  enor- 
mous increases  in  these  costs  over  the  last  25  years.  In  1965,  just  prior  to  the  pas- 
sage of  the  most  far  reaching  Federal  health  financing  legislation  which  created  the 
Medicare  and  Medicaid  programs,  this  country  spent  less  than  $42  billion  for  its 
health  care  which  consumed  about  6  percent  of  our  GNP.  As  shown  in  chart  1,  by 
1980  national  health  expenditures  had  grown  to  $248  billion  and  required  slightly 
more  than  9  percent  of  our  national  income.  Today  we  are  spending  at  an  annual 
rate  of  $660  billion  and  by  the  year  2000  it  is  conservatively  estimated  that  national 
health  care  expenditures  will  reach  $1.5  trillion  and  use  about  15  percent  of  our 
entire  national  output.  So  what? 

The  linchpin  of  our  current  health  care  financing  system  is  the  willingness  and 
ability  of  private  employers  to  provide  health  insurance  for  their  employees  and  the 
willingness  and  ability  of  workers  to  use  part  of  their  earnings  for  such  protection. 
In  recent  years  as  health  care  costs  have  risen  far  faster  than  other  sectors  of  the 
economy,  particularly  employee  earnings  and  corporate  profits,  fewer  and  fewer 
firms  felt  they  could  fully  absorb  these  expenses.  Some  were  forced  to  cut  their  costs 
by  dropping  coverage  for  worker  families  or  not  providing  insurance  altogether. 
These  actions  added  to  the  ranks  of  the  uninsured.  Because  some  of  them  will  re- 
quire medical  care  and  cannot  pay  for  it  they  ultimately  enter  the  bad  debt  columns 
of  health  care  providers  who  in  turn  add  extra  charges  on  those  who  are  insured. 
This  "cost  shifting"  further  fuels  the  growth  in  private  health  insurance  premiums 
and  the  spiraling  continues.  As  shown  in  chart  2,  there  is  an  unfortunate  strong 
correlation  between  the  rise  in  the  percentage  of  our  GNP  going  to  health  care  and 
the  number  of  people  without  health  insurance. 

No  national  plan  or  legislation  required  that  employers  offer  health  insurance.  It 
came  into  existence  and  grew  primarily  because  there  was  a  need  for  it  and  it  was 
encouraged  by  Federal  and  State  taxing  incentives.  The  high  cost  of  health  care  and 
the  fact  that  it  does  not  fall  evenly  or  predictably  among  our  population  requires 
that,  except  for  the  very  rich,  some  form  of  pooling  of  resources  or  insurance  must 
be  used  to  pay  for  care  when  it  is  required.  Without  a  Government  system  to  pro- 
vide this  protection,  as  exists  in  all  other  industrialized  countries  except  South 
Africa,  individuals  looked  to  another  method. 

Private  employer  based  health  insurance  began  in  the  late  1920's  and  grew  slowly 
in  the  1930's.  Two  Federal  decisions  added  strong  impetus  to  its  growth.  During  WW 
II,  the  wage  and  price  stabilization  board  ruled  that  fringe  benefits  were  not  wages 
and  therefore  could  grow  outside  the  wage  limits.  Employers  anxious  to  recruit 
workers  in  times  of  extreme  shortage,  expanded  the  availability  of  employer-based 
health  insurance.  Such  insurance  was  primarily  made  available  through  State 
charted  Blue-Cross  plans  and  were  priced  on  a  "community  rating"  basis  whereby 
every  person  in  the  same  community,  regardless  of  their  health  status  or  use  of 
services  paid  the  same  rate.  In  1954  the  Federal  Government  changed  the  tax  code 
and  permitted  health  insurance  premiums  to  be  an  expense  to  the  firm  and  there- 
fore tax  deductible  but  not  income  to  the  worker  and  therefore  tax  exempt.  This 
encouraged  commercial  insurance  companies  to  enter  the  health  insurance  field. 
These  commercial  insurance  companies  used  an  "experience  rating"  system  where- 
by firms  were  charged  premiums  based  on  their  expected  or  actual  use  of  health 
care  services.  Because  commercial  companies  were  able  to  undercut  the  prices 
charged  by  Blue  Cross  for  most  firms  with  healthier  than  average  workers.  Blue 
Cross  was  forced  to  change  its  pricing  system  to  experience  rating  or  go  out  of  busi- 
ness. 

Why  am  I  telling  you  this  history  other  than  to  justify  my  academic  status?  In  my 
view,  it  was  this  change  in  health  insurance  pricing  and  the  shifting  of  higher  costs 
to  older  and  sicker  populations  which  ultimately  led  to  the  breakdown  in  the  health 
insurance  market  for  older  workers  and  retirees.  It  was  these  groups  that  had  been 
subsidized  by  the  community  rating  system.  When  the  subsidy  ended  the  premiums 
needed  to  provide  the  elderly  with  private  insurance  coverage  was  so  high  few  could 
afford  it.  In  many  sections  of  the  country  no  coverage  was  available  at  all  for  these 
groups  and  when  coverage  was  available  it  was  very  limited  and  expensive.  This 
breakdown  of  the  private  health  insurance  market  for  the  elderly  in  the  late  1950's 
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had  much  to  do  with  the  passage  of  the  Medicare  program  in  1965.  I  think  history 
could  be  repeating  itself  in  the  late  1980's. 

To  help  combat  the  steady  rises  in  health  care  costs,  Congress  passed  the  Health 
Maintenance  Act  of  1973  requiring  all  firms  of  more  than  25  employees  to  offer  al- 
ternative forms  of  health  care  delivery  and  financing  other  than  the  traditional  fee- 
for-service  system.  Such  plans  grew  slowly  in  the  1970's  but  really  spurted  forward 
in  the  1980's.  Because  of  experience  rating,  each  subgroup  within  a  firm  became  its 
own  pricing  unit  particularly  for  those  individuals  who  retained  either  fee-for-serv- 
ice  care  or  some  form  of  non-group  managed  care  such  as  preferred  provider  organi- 
zations. In  essence,  even  middle  sized  firms  of  several  thousand  employees  became  a 
combination  of  small  sub  insurance  units.  For  some  subunits  which  had  a  dispropor- 
tionate number  of  individuals  with  high  medical  expenses  the  cost  of  their  health 
insurance  grew  much  more  rapidly  than  even  the  numbers  listed  above.  Compound- 
ing the  problem  for  those  privately  insured,  government  at  both  the  Federal  and 
State  levels  began  to  exercise  tighter  controls  on  their  payments  for  Medicare  and 
Medicaid  recipients  leading  health  care  providers  to  seek  extra  payments  from  pri- 
vate patients  and  their  insurance  carriers.  This  is  particularly  true  in  the  last  4 
years.  As  a  result,  between  1985  and  1989  employer  provided  health  plan  costs  grew 
by  about  60  percent. 

As  I  hope  is  clear  from  my  previous  statements,  my  concern  about  our  health  care 
financing  system  is  not  limited  to  a  relatively  small  segment  of  our  population  that 
has  traditionally  been  forced  to  go  without  health  insurance.  Their  problems  are 
real  and  serious  and  common  decency  should  have  required  this  rich  country  of  ours 
to  help  them  many  years  ago.  But  we  didn't  and  not  only  are  their  problems  worse, 
but  we  have  more  than  doubled  the  number  of  uninsured  to  more  than  31  million. 
Even  more  serious,  a  recent  Census  Bureau  study  estimates  that  63  million  Ameri- 
cans went  without  health  insurance  coverage  sometime  during  a  28  month  period 
and  for  %  of  this  group  the  duration  of  their  lack  of  protection  was  7  months  or 
more.  That  is  almost  30  percent  of  our  population. 

My  concerns,  however,  go  beyond  the  uninsured  to  the  kind  of  financial  protection 
that  will  be  available  in  the  future  middle  class  working  populations  and  their  fami- 
lies. Make  no  mistake  about  it— it  is  falling  apart.  Not  because  employers  are  not 
caring  and  refusing  to  do  what  is  right;  not  because  insurance  companies  are  only 
interested  in  making  big  profits;  and  not  because  health  care  providers  are  blindly 
increasing  their  prices.  Unfortunately,  some  of  all  three  possibilities  exist.  But  the 
basic  problem  is  that  we  have  a  health  care  delivery  system  out  of  control  and  a 
financing  system  which  under  strong  cost  pressures  is  breaking  into  smaller  and 
smaller  units.  In  some  markets  we  have  reached  the  ultimate  in  separation  of 
groups — individual-by-individual  rating  of  premiums.  It  doesn't  take  much  imagina- 
tion to  see  where  it  is  going — health  insurance  only  for  the  healthy  and  wealthy. 

The  American  people  are  way  ahead  of  you — their  leaders.  As  Professor  Robert 
Blendon  has  documented,  more  than  60  percent  of  the  American  people  are  ready 
and  eager  for  a  fundamental  change  in  the  way  health  care  is  financed  in  this  coun- 
try. Americans  as  a  group  dislike  their  health  care  system  much  more  than  their 
counterparts  in  Canada  or  Great  Britain.  Not  because  the  basic  delivery  system  is 
bad,  but  because  of  financial  insecurity.  Sure  they  are  confused  on  exactly  how  it 
should  be  changed  or  how  it  should  be  paid  for.  They  are  not  "experts".  They  are 
looking  to  you  their  elected  representatives  and  to  their  president  for  help. 

As  I  indicated  in  my  opening  remarks,  there  are  only  two  basic  approaches  to  de- 
veloping a  comprehensive  approach  to  financing  health  care  for  all  Americans — 
either  build  onto  our  employer  based  system  or  scrap  it  and  finance  the  entire 
system  through  some  form  of  government  taxing  system.  While  there  are  gradients 
in  between,  we  need  to  start  down  one  road  or  the  other.  The  Pepper  Commission, 
at  least  a  bare  majority,  did  start  down  one  of  the  roads.  In  my  view  it  is  the  correct 
road.  I  am  talking  here  about  their  plan  to  insure  acute  care  services  through  a 
mandate  on  the  individual  to  have  insurance  and  the  requirement  that  if  a  firm 
doesn't  provide  an  approved  plan  it  must  pay  a  portion  of  the  workers'  wages  into  a 
government  offered  and  subsidized  plan.  The  issues  surrounding  coverage  for  long- 
term  care  are  far  different  and  I  find  the  approach  recommended  by  the  Pepper 
Commission  much  less  defensible.  In  the  interest  of  time,  I  will  not  go  through  the 
specifics  of  their  plan.  I  understand  Senator  Rockefeller  will  appear  before  you 
later.  Let  me  end  my  testimony  by  focusing  on  the  interrelationship  of  two  of  the 
more  complicated  and  controversial  aspects  of  the  Pepper  Commission  plan — the 
lack  of  a  system-wide  health  care  cost  containment  plan  and  its  need  especially  for 
small  employers. 

The  overwhelming  number  of  employer  representatives  I  speak  with  do  not  want 
to  end  employer-based  insurance  and  many  would  support  some  form  of  require- 
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ment  that  either  a  firm  must  offer  coverage  or  pay  part  of  the  cost  of  their  workers 
coverage  through  a  government  plan.  What  they  object  to  and  what  I  object  to  is 
that  such  a  national  requirement  does  not  bring  with  it  a  plan  to  control  the  overall 
level  and  rate  of  change  in  health  care  spending — both  for  the  government  plans 
including  Medicare  and  Medicaid,  and  private  coverage.  Failure  to  create  such  a 
plan  keeps  in  place  a  system  which,  as  I  described  above,  generates  increases  in  na- 
tional health  expenditures  far  greater  than  growth  in  our  national  income  and  puts 
a  disproportionate  burden  on  those  who  are  privately  insured.  Failure  to  include 
overall  expenditure  controls  in  a  private  insurance  mandated  plan  asks  that  a  seg- 
ment of  our  system — the  employment  market  (employer  and  employee)  take  on  an 
even  larger  burden  of  the  financing  of  the  system  without  giving  it  the  capacity  to 
control  its  spending.  Not  only  is  it  not  fair,  it  is  also  not  sustainable. 

In  the  1970's  the  Federal  Government  tried  various  approaches  to  control  overall 
health  spending  from  the  Nixon  Economic  Stabilization  Program  to  Health  Plan- 
ning and  Certificate-of-Need  legislation.  Sure  there  were  problems  with  such  regula- 
tory approaches — some  criticized  them  for  not  being  effective,  others  said  they  were 
too  effective  and  retarded  needed  improvements  in  our  health  delivery  system.  So, 
as  we  had  done  in  the  past,  we  dropped  the  regulatory  approach  and  in  the  1980's 
embarked  on  a  decade  of  various  competitive  approaches.  Government  changed  the 
way  it  paid  for  care  in  its  programs  and  left  the  private  sector  to  use  its  inventive- 
ness and  powers  to  control  its  own  spending.  Regardless  of  what  you  believe  about 
the  powers  of  the  market  place  in  other  sectors  of  our  economy,  it  is  hard  to  defend 
their  success  in  the  health  care  sector.  As  shown  in  chart  3,  after  adjusting  for  infla- 
tion, the  cumulative  growth  in  real  health  expenditures  between  1976  and  1987  was 
about  75  percent.  What's  more,  as  shown  by  the  slope  of  the  health  spending  line, 
the  growth  rates  since  1985  have  been  as  steep  as  in  the  early  1980's.  If  there  was 
any  slow  down  of  the  growth  in  real  spending  it  occurred  for  only  one  year,  1983- 
1984,  and  even  then  it  was  limited. 

If  we  are  to  develop  a  comprehensive  health  care  financing  system  that  does  not 
depend  on  pushing  the  high  medical  risk  onto  someone  else's  account,  we  must  also 
develop  a  plan  which  permits  all  financing  units  to  benefit  from  the  same  cost  con- 
trol mechanism.  What  we  have  now  is  the  big  player — government  using  its  muscle 
to  control  the  prices  it  pays  thus  putting  added  pressure  on  the  prices  charged  to 
private  patients.  Likewise,  very  large  employers  are  involved  in  the  same  activity 
vis-a-vis  smaller  employers  and  on  down  the  line.  Ironically,  it  is  the  smallest  em- 
ployers and  their  workers  who  are  the  most  disadvantaged  by  our  current  system. 
Yet,  it  is  in  defense  of  these  small  employers  that  we  argue  against  a  mandated 
system.  True,  if  you  support  a  mandated  employer-based  system  without  providing 
cost  containment  relief  you  are  denying  these  firms  their  only  current  option  to  con- 
trol their  expenditures— limited  or  no  health  insurance  coverage  for  their  workers. 
But  there  is  another  option:  Require  all  payers  including  government  to  pay  on  the 
same  basis  and  set  in  place  a  mechanism  whereby  all  payers  and  providers  in  a 
region  decide  what  they  are  willing  to  pay  and  what  kind  of  delivery  system  such  a 
level  of  expenditures  will  provide.  Small  employers  and  their  workers  would  be  the 
biggest  benefactors  of  such  a  system. 

In  summary,  let  me  repeat  what  I  discussed  above.  Our  current  health  care  fi- 
nancing system  is  in  serious  trouble  and  every  indication  is  that  it  will  progressively 
get  worse.  The  problem  is  no  longer  just  the  10  to  12  percent  of  the  population  of 
the  1970's  that  has  no  health  insurance  coverage.  Estimates  are  that  today  more 
than  15  percent  of  the  U.S.  population  has  no  health  insurance  of  whom  three-quar- 
ters are  working  or  are  family  members  of  those  who  are  working.  What  is  perhaps 
a  better  measure  of  the  financial  insecurity  that  now  exists  in  the  health  financing 
market,  it  is  the  estimated  almost  30  percent  of  the  population  that  went  without 
health  insurance  coverage  at  some  time  during  a  2y2  year  period  with  the  majority 
having  7  or  more  inonths  of  no  coverage.  The  recent  escalation  in  health  costs  and 
attempts  by  the  big  payers  to  control  their  spending  has  put  an  added  financial 
burden  on  smaller  employers  and  individual  payers.  For  them,  the  only  recourse  is 
very  limited  health  insurance  protection  or  no  coverage  at  all.  But  when  the  unin- 
sured are  forced  to  seek  care,  often  in  our  most  expensive  institutions,  and  cannot 
pay  for  it,  further  costs  are  shifted  on  to  those  who  have  coverage  and  the  process 
continues.  The  problem  has  now  reached  our  middle  class  working  population  where 
individual  or  small  unit  experience  rating  could  lead  to  the  ultimate  end  result- 
health  insurance  available  only  for  those  who  are  healthy  or  those  who  can  pay 
very  high  premiums.  Help  is  needed.  The  Pepper  Commission  proposal  for  acute 
care  services  is  a  plan  that  can  work,  but  it  must  be  accompanied  by  a  system-wide 
expenditure  control  program. 

Thank  you,  Mr.  Chairman  and  members  of  the  committee  for  giving  me  a  chance 
to  express  my  views  on  this  vitally  important  public  issue. 
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Mr.  Walgren.  Help  me  understand  these  two  avenues.  Can  you 
describe  them,  please? 

Mr.  Altman.  Basically,  the  two  avenues  is  to  build  on  our  pri- 
vate insurance  system,  shore  it  up,  reestablish  the  rules  of  the 
game  and  let  them  play  within  those  rules,  along  the  Pepper  Com- 
mission. Yes,  they  can  deal  with  the  big  employers  on  an  experi- 
ence rating  basis.  They  need  a  redo  of  the  playing  field  so  they 
compete  fairly.  No  private  insurance  company — Fm  going  to  tell 
you — can  afford  to  be  the  nice  guy  in  this  market.  When  they  are, 
they  get  killed.  So  that's  one  method;  the  Pepper  Commission 
method.  And  there  are  all  kinds  of  variations  on  that.  The  Cham- 
ber's trying  to  grapple  with  it  and  I  appreciate  their  problem. 
That's  building  on  our  employer-based  system. 

As  Senator  Rockefeller  indicated,  how  you  establish  those  tax 
rates  is  important.  It's  my  preference,  as  his,  that  we  minimize  the 
role  of  Government.  But  we  have  to  recognize  it  has  a  legitimacy 
here.  So,  that's  road  one. 

Road  two  is  what  you  heard  from  Mr.  Creamer  and  others,  some 
form  of  all-government  financing  system,  whether  it's  a  Canadian 
system  or  some  other  form.  And,  you  know,  ingenious  minds  that 
we  have,  we  can  come  up  with  any  of  a  dozen.  These  are  the  two 
roads. 

Mr.  Walgren.  And  you  are  suggesting  that  there  is  a  fundamen- 
tal missing  piece  in  the  Pepper  Commission  report  and  that  is  an 
overall  cost  containment. 

Mr.  Altman.  Overall  expenditure  cap.  And,  unfortunately,  it  was 
there  and  it  somehow  lost  in  the  final  negotiations.  If  you  leave  the 
current  Pepper  Commission  alone,  what  you  are  forcing  on  the  em- 
ployer side  of  the  market  is  buying  into  not  only  a  $660  billion,  12 
percent  of  GNP  system,  but  that  system  is  going  to  continue  to 
grow.  Estimates  are  that  it  will  be  $1.5  trillion,  or  15  percent  of 
GNP  by  the  Year  2000. 

What  these  employers  are  saying — I  talk  to  so  many  of  them. 
They  say,  we  are  prepared  to  continue  to  provide  insurance,  we 
want  to  continue  to  do  that,  but  you  can't  tell  us  that  we  should 
buy  into  a  system  where  we  have  nothing  to  say  about  the  rate  of 
its  growth.  And  we  are  not  going  to  buy  into  a  system,  they  tell  me, 
when  you  in  the  Medicare  program  continue  to  sort  of  batchet 
down  the  rates  and  force  us  to  pick  up  that  extra  10  percent,  20 
percent,  30  percent.  If  you  ask  us  to  do  that,  we're  not  going  to 
play.  And  while  I  cajole  them,  I  say  you've  got  to  do  it,  I  believe 
they're  right.  They  are  saying  if  you  want  us  to  play  and  provide 
that  coverage  or  provide  the  pay,  you  have  to  level  the  playing 
field,  right  now  we're  getting  killed;  and  they  are. 

So,  that's  what  I  am  saying.  The  Pepper  Commission  moves  in 
that  direction  but  it  doesn't  do  enough.  And  that's  why  there  are  a 
lot  of  people  who  are  supportive  of  it  but  who  are  reluctant  to  sort 
of  give  their  full  support  to  it. 

Mr.  Walgren.  Mr.  Nielson. 

Mr.  Nielson.  Thank  you,  Mr.  Chairman. 

I  appreciated  your  statement,  Dr.  Altman. 

Do  you  think  that  reforming  underwriting  practice  for  health  in- 
surance will  increase  access  for  small  employers? 

i 


110 


Mr.  Altman.  Yes.  I  think  in  several  cases  it  would.  I  think  it 
would  be  a  temporary  fix. 

Mr.  NiELSON.  What's  the  largest  problem  for  small  employers 
when  they  try  to  buy  health  insurance? 

Mr.  Altman.  Well,  they  are  caught  at  the  end  of  that  spiral  that 
I  indicated.  They  lose  it  every  way  you  go,  whether  it's  they  can't 
pool  their  risks,  they  pay  higher  administrative  costs,  they  pay 
higher  sales  costs  and,  in  my  view,  they  have  no  control  over  the 
financing.  They  are  complete  price  takers. 

Mr.  NiELSON.  What  about  financing  State  mandate  laws?  Is  that 
a  feasible  solution? 

Mr.  Altman.  Every  indication  I  see  State  mandating  costs  are 
pennies.  They  are  pennies.  We  make  a  big  deal  about  them  and  I 
am  sure  you  can  focus  on  one  State  but  in  the  totality  of  our  $660 
billion,  they  are  pennies. 

Mr.  NiELSON.  Would  you  recommend  that  for  the  national  insur- 
ance policy? 

Mr.  Altman.  Yes,  I  would.  I  would  for  many  reasons.  One  of 
them  is  that  we  deal  with  multistate  employers.  We  need  to  recog- 
nize cost  lines  and  

Mr.  NiELSON.  What  would  you  do  about  the  current  State  insur- 
ance agencies  or  administrating  groups  within  the  State.  Every 
State  has  its  own  insurance  commission,  for  example. 

Mr.  Altman.  Most  of  those  don't  worry  about — they  are  primari- 
ly focusing  on  the  financial  viability  of  the  insurance  companies. 
Rarely  do  they  look  at  the  delivery  of  what  they  pay  for  or  how 
they  pay  for  it.  Some  of  them  do  better  than  others. 

My  proposal  would  have  a  State  administered  system.  I  see  the 
role  of  the  State  insurance  commissioners  growing,  but  under  a  dif- 
ferent set  of  rules. 

Mr.  NiELSON.  So  preempting  State  mandate  laws  might  be  a  pos- 
sibility for  lowering  the  rates,  then,  through  an  amendment? 

Mr.  Altman.  I  think  alone  it  might,  but  as  I  said,  it  isn't  where 
the  major  problem  is.  And,  if  anything,  I  think  the  current  system 
is  bizarre  where  you  have  this  competition  where  a  company  like 
Chrysler  can  get  out  of  a  State  mandate  and  a  small  employer 
can't.  Now,  what  do  you  do?  Do  you  say  the  small  employer  should 
get  out  too?  Or  do  you  make  Chrysler  get  in  under  it?  Either  way 
is  a  fairer  system.  The  current  system  is  the  bigger  you  are,  the 
healthier  you  are  and  the  richer  you  are,  the  less  you  pay. 

Mr.  NiELSON.  You  mentioned  the  private  health  care  system  is 
not  self-correcting.  Exactly  what  did  you  mean? 

Mr.  Altman.  Well,  we've  established  a  set  of  rules  that  they 
can't — in  my  testimony,  I  show  how  we  as  a  Government  and  the 
system  have  established  a  whole  set  of  rules  that  inevitably  forced 
our  private  insurance  company  in  the  way  it  did.  I  think  Senator 
Rockefeller  talked  about  it.  So,  it  isn't  like  they're  doing  the  wrong 
thing;  they  don't  have  any  choice.  They  have  to  operate,  given  the 
rules  of  the  game,  the  way  it's  operated.  And  the  only  people  that 
are  allowed  to  change  the  rules  of  the  game  is  the  Government.  So 
the  rules  have  to  change. 

Mr.  NiELSON.  You  mentioned  two  alternatives;  one  is  the  Pepper 
Commission  route,  the  basically  build  a  private  system,  reestablish 
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guidelines,  et  cetera.  Or  two,  go  to  a  system  such  as  the  Canadian 
system. 
Mr.  Altman.  Right. 

Mr.  NiELSON.  What  about  the  third  alternative;  do  nothing  at  all 
and  let  the  private  insurance  companies  try  to  work  it  out? 

Mr.  Altman.  I  will  predict  and  bet  a  quarter  that  by  the  year 
2000  we're  going  to  be  dealing  with  50  million  to  75  million  unin- 
sured. I  think  we  are  going  to  be  at  $1.5  trillion  or  more,  and  all 
you  are  doing  is  putting  off  the  inevitable  and,  unfortunately,  I 
think  that's  what  we  are  going  to  do  and  I  am  going  to  get  a 
chance — hopefully  I'll  be  around  here — to  see  if  my  terrible  predic- 
tion is  right.  So,  yes,  that's  a  possibility.  It's  not  a  possibility  I 
would  strongly  champion. 

Mr.  NiELSON.  Thank  you,  Mr.  Chairman. 

Mr.  Walgren.  I  do  appreciate  your  staying  with  us.  Dr.  Altman. 
Mr.  Altman.  Well,  this  is  so  important,  and  I  apologize  for 
even  

Mr.  Walgren.  Dr.  Altman  had  a  conflict,  but  he  stretched  to  be 
with  us. 

The  gentleman  from  Pennsylvania. 

Mr.  Ritter.  Thank  you,  and  I  apologize  for  missing  your  testimo- 
ny, Dean  Altman.  We  have  the  MFJ  hearings  going  on  simulta- 
neously down  in  2123,  and  I  am  on  both  subcommittees  and  playing 
an  active  role  in  those  particular  hearings. 

You  argue  that  this,  in  your  terminology,  "pay  or  play"  system 
needs  a  well-developed  cost-containment  strategy. 

Mr.  Altman.  Yes,  sir. 

Mr.  Ritter.  What  are  some  of  the  ideas  that  you  would  bring  to 
the  cost-containment  table? 

Mr.  Altman.  As  I  have  watched  cost  containment  in  this  country 
through  the  last  20  years,  the  1970's  was  an  attempt  on  the  part 
of— I  called  it  half-hearted  regulation.  You  know,  we  put  in  place 
the  health  planning  law,  and  then  we  did  not  give  them  any  power; 
certificate  of  need,  and  then  we  fought  about  it;  and  I  ran  the  eco- 
nomic stabilization  program,  and  then  when  it  looked  like  it  was 
going  to  have  an  impact,  we  did  away  with  it.  So,  then,  we  threw  it 
all  away,  and  we  went  into  the  competitive. 

Mr.  Ritter.  What  was  that  about  the  economic  stabilization? 

Mr.  Altman.  We  had  an  economic  stabilization  program  from 
1971  to  1973,  and  as  it  began  to  really  bite  and  begin  to  hold  the 
system  down,  the  Congress  did  away  with  it  in  1974. 

Mr.  Ritter.  What  was  the  feature  of  the  economic  stabilization 
program  that  was  working,  in  your  mind? 

Mr.  Altman.  The  key  aspect  of  it  is  that  everybody— it  was  not 
the  government  controlling  the  Medicare  program  or  the  Medicaid. 
Everybody  was  under  it.  It  had  a  set  of  rules  that  would  establish 
rates  of  increase  in  prices  that  could  be  charged.  It  was  evolving  to 
what  we  now  think  of  as  the  

Mr.  Ritter.  So,  this  was  the  Nixon  price  control  effort. 

Mr.  Altman.  Right.  That  is  right. 

What  it  was  evolving  to  was  what  you  finally  evolved  to  for  Med- 
icare in  1983,  and  that  is  the  prospective  payment  system,  where 
you  move  to  admissions,  where  you  established  it  by  diagnosis. 
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The  last  set  of  rules  that  were  about  to  go  into  effect — we  called 
them  ''Phase  4" — was  an  attempt  to  do  that. 

Now,  I  understand  all  the  problems  with  regulation,  and  you 
know,  I  have  taught  them  for  many  years,  and  I  can  recite  them 
with  my  eyes  closed,  but  the  alternative  is  what  we  now  have. 

Mr.  RiTTER.  OK.  What  are  some  of  these  cost  containment  fea- 
tures that  you  would  lay  on  the  table  today? 

Mr.  Altman.  Well,  as  I  said,  the  clear  is  that  everybody — the 
current — you  need  to  have  the  same  set  of  rules  for  every  payer. 
Right  now,  as  I  said,  the  smaller  you  are  and  the  weaker  you  are, 
the  more  you  pay.  The  stronger  you  are  and  the  more  powerful, 
like  Medicare,  the  more  you  can  use  your  muscle. 

Mr.  RiTTER.  The  cost  of  Medicare  is  still  soaring. 

Mr.  Altman.  The  cost  of  Medicare  is  soaring  because  we — sever- 
al things.  First  of  all,  we  keep  adding  benefits. 

Mr.  RiTTER.  All  right.  So,  that,  you  would  submit,  is  also  part. 
Would  you  wish  to  detract  benefits  or,  at  least,  slow  the  adding  of 
benefits  as  a  cost  containment  strategy? 

Mr.  Altman.  I  think  you  need  to  do  all  three.  You  need  to  estab- 
lish rules  on  prices.  You  need  to  establish  what  a  system  is  willing 
to  pay  for  service,  what  it  is  willing  to  make  available,  and  you 
need  to  look  harder  to  access  and  geographic  access.  You  might 
limit  access — not  the  point  of  limiting  life  and  death,  but  as  was 
pointed  out  here,  perhaps  every  hospital  in  a  particular  area 
should  not  be  doing  the  things  it  is  doing. 

So,  every  country  has  had  to  deal  with  that. 

Mr.  RiTTER.  Doctors  should  not  necessarily  be  recycling  patients, 

but  how  do  you  

Mr.  Altman.  How  do  you  do  it? 

Mr.  RiTTER.  You  want  to  limit  prices,  limit  benefits,  and  limit 
access. 
Mr.  Altman.  Yes. 

Mr.  RiTTER.  My  next  question,  then,  is  how  do  we  do  it? 
Mr.  Altman.  Well,  I  have  got  it  all  worked  out. 
Mr.  RiTTER.  OK.  Good.  Obviously,  we  do  not. 
Mr.  Altman.  It  will  take  a  while. 

Let  me  use  Germany  as  an  example.  What  they  have  done  is 
they  have  private  sick  funds  that  insure  people  in  a  very  different 
way  than  we  do.  Then  these  private  sick  funds  combine,  and  they 
have  a  bargaining  agent  in  each  area  which  then  bargains  with  the 
hospitals  and  the  physicians  in  that  area.  They  do  not  impose 
themselves  on  them;  they  bargain.  They  reach  agreement  on 
prices,  on  what  is  going  to  be  available,  and  on  the  basic  benefits 
which  are  designed  by  the  Federal  Government,  and  the  system 
goes  on,  and  then  the  employers  feel  they  are  getting  their  money's 
worth,  and  the  people  that  provide  the  services  feel  that  they  are 
getting  a  decent  system. 

They  have  managed,  through  that  system — not  through  Govern- 
ment imposed,  by  the  way — these  are  regional,  privately — they  are 
under  government  auspices,  but  they  are  privately-organized 
groups. 

Mr.  RiTTER.  How  about  the  Canadian  system?  I  do  not  know  if 
you  were  here  when  the  other  gentleman  was  testifying. 
Mr.  Altman.  Yes,  I  was  here. 
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I  am  where  Congressman  Waxman  is.  I  do  not  see  us  going  to  a 
Canadian  system,  and  I  see  a  lot  of  real  negatives  to  it. 
Mr.  RiTTER.  What  are  they? 

Mr.  Altman.  Well,  first  of  all,  my  negatives  are  of  two  kinds. 

Health  care,  if  it  goes  through  the  Federal  Treasury  or  the  State 
treasury,  it  will  so  dominate  your  life  and  our  tax  dollars  that  you 
will  not  have  any  time  or  willingness  to  do  other  things  you  need 
to  do.  So,  for  the  rest  of  our  country,  I  do  not  want  to  see  our 
health  care  dollars  go  through  it. 

Second,  I  think  that  the  kinds  of— the  questions  you  asked  were 
right  on.  I  think  the  Canadians  have  been  able  to  keep  their  per- 
centage of  GNP  under  ours  not  because  their  health  care  financing 
is  not  rising  as  fast,  but  their  GNP  has  been  rising  faster.  Their 
health  care  spending  has  been  rising  as  fast  as  ours.  The  reason 
why  their  GNP  is  going  slower  is  their  GNP  is  going  faster  than 
ours,  unfortunately. 

Mr.  RiTTER.  I  am  sorry.  You  lost  me  on  that. 

Mr.  Altman.  In  other  words,  there  is  a  numerator  and  a  denomi- 
nator. He  is  saying  that  their  percentage  of  GNP  is  rising  more 
slowly  than  ours,  and  he  is  right,  but  it  is  not  because  health  care 
is  going  up  less  slowly.  It  is  because  their  GNP  is  going  up  faster. 

So,  if  you  look  at  their  rate  of  growth  in  just  health  spending,  it 
has  been  going  up  as  fast  as  ours. 

Mr.  RiTTER.  Their  percentage  rate  of  growth  in  health  spending 
is  actually  rising  as  fast  as  ours. 

Mr.  Altman.  Yes,  in  real  terms  and  in  nominal  terms.  They 
start  from  a  lower  base. 

Mr.  RiTTER.  Yes.  I  guess  that  was  the  comeback  comment,  be- 
cause they  start  from  such  a  lower  base. 

Mr.  Altman.  They  have  been  doing  it  for  20  years.  I  mean  it  is 
not  like  it  was  just  done  in  the  last  2  years.  Their  rate  of  growth 
over  the  last  20  years  has  been  as  great  as  ours. 

Now,  they  have  done  a  phenomenal  thing,  and  I  understand  why 
they  want  to  keep  their  system.  I  think  there  are  a  lot  of  advan- 
tages of  having  it  insured  in  our  system  down  by  the  private  em- 
ployer. 

We  are  more  innovative  in  our  delivery  system  than  they  are. 
We  do  more  interesting  things  in  terms  of  new  forms  of  delivery 
systems— HMO's.  I  want  to  see  that  continue.  I  think  it  would  be  a 
shame  to  see  a  lot  of  good,  valuable,  innovative  things  that  have 
happened  over  the  last  10  years  wiped  away  by  an  overarching 
Government  control  system.  I  am  not  suggesting  that.  I  think  that 
would  be  terrible  to  lose  that.  I  think  there  is  also  value  in  having 
insurance  at  the  local  level. 

Mr.  RiTTER.  I  am  sorry.  That  last  comment? 

Mr.  Altman.  I  am  just  saying  there  is  value  in  having  an  indi- 
vidual employer  and  employee  decide  what  their  benefit  package 
should  look  like  and  not  having  it  posed  from  the  State  capitals 
and  from  the  Federal  Government.  That,  too,  is  value. 

There  is  a  lot  of  value  in  our  system.  The  question  is  if  you  leave 
it  alone,  as  was  suggested,  it  is  going  to  destroy  itself.  So,  how  do 
you  build  it  up  to  preserve  itself? 
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Mr.  RiTTER.  So,  basically,  you  come  back  to  your  three  ideas.  You 
somehow  control  prices,  you  control  benefits  better,  and  you  con- 
trol access. 

Mr.  Altman.  That  is  right,  and  I  would  not  do  it  in  a  heavy- 
handed  way.  Americans  want  more  health  care.  I  do  not  think  we 
ought  to  shoot  for  some  low  number.  We  should  not  be  spending 
money  like  Great  Britain  or  even  Canada.  It  is  appropriate  that  we 
spend  more  money  for  health  care.  It  is  not  that. 

It  is  the  fact  that  it  is  going  so  fast,  and  the  people  who  you  are 
asking  to  pay  for  it — the  worst  part  of  our  system  is  you  are  asking 
the  people  who  least  can  afford  it  to  pay  for  it — small  employers, 
poor  people,  and  middle-class  people.  That  is  the  worst  part  of  our 
system. 

Mr.  RiTTER.  You  would  shift  these  costs  to  whom? 

Mr.  Altman.  I  would  shift  them  more  evenly,  in  terms  of — as  I 
said,  everyone  should  pay  at  the  same  rate.  Have  a  small  employer 
pay  at  the  same  DRG  rate  that  the  Medicare  program  pays  at;  not 
allow  the  Medicaid  program  to  pay  60  percent  of  the  hospital  bill, 
knowing  that  the  hospital  then  will  just  pass  it  on  to  the  others. 

Now,  I  do  not  happen  to  believe  that  the  Medicare  program  is 
cost-shifting  all  that  much  in  hospitals.  I  just  think  the  others  are 
paying  too  much,  but  you  know  what?  We  are  moving  in  that  direc- 
tion. If  you  look  at  where  Medicare  is,  it  is  going  in  that  direction, 
and  whether  we  have  just  crossed  the  line  or  not,  I  do  not  know, 
but  what  I  do  know  is  the  Medicare  is  going  to  control  its  spending, 
and  then  so  will  Chrysler,  but  the  small  employer  is  totally — he 
only  has  one  option,  other  than  paying  the  bill,  and  that  is  not 
have  coverage. 

Mr.  RiTTER.  Once  again,  Medicare  does  control  its  spending,  but 
the  bottom  line  here,  in  the  budgets  that  we  see  year  after  year, 
they  are  rising  rapidly  

Mr.  Altman.  Not  on  inpatient  care. 

Mr.  RiTTER  [continuing].  Because  of  the  increased  entitled  popu- 
lation and  the  increased  provision  of  services. 

Mr.  Altman.  Not  on  the  inpatient  side.  I  think  we  have  done  a 
pretty  good  job  on  inpatient  Medicare  costs. 

Mr.  Walgren.  All  right.  Well,  there  is  a  lot  of  interesting  leads 
in  that  testimony,  and  I  know  we  will  look  forward  to  

Mr.  Altman.  Well,  I  hope  you  continue  in  this,  and  if  there  is 
any  way  that  I  can  be  helpful,  do  not  hesitate  to  give  me  a  call. 

Mr.  Walgren.  All  right.  Well,  you  have  been  very  helpful  by 
giving  us  this  time. 

Mr.  Altman.  Thank  you  very  much. 

Mr.  Walgren.  I  realize  you  have  other  commitments. 

Our  next  witness.  Dr.  Gerard  Anderson,  who  is  director  of  the 
Center  for  Hospital  Finance  and  Management,  Johns  Hopkins,  the 
two  of  you  were  to  be  one  panel,  and  I  apologize  for  splitting  you 
up,  but  I  wanted  to  be  sure  we  had  a  chance  to  talk  with  Dr. 
Altman  separately,  or  at  all,  before  he  would  have  to  leave. 

As  you  probably  sensed,  the  first  panel  had  to  do  with  people 
who  were  aggrieved  in  some  way  trying  to  deal  with  the  system, 
and  then,  now,  these  second  two.  Dr.  Altman  and  Dr.  Anderson, 
are  two  public  policy  people  from  institutions  that  have  sat  back 
and  thought  a  little  bit  without  direct  involvement — or  perhaps 
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with  more  direct  involvement— I  do  not  want  to  say  that— but,  in 
any  event,  have  given  some  thought  at  a  little  bit  greater  distance 
about  our  system,  and  then  we  will  follow  this  with  a  third  panel, 
essentially  of  providers  of  health  insurance. 

So,  that  is  the  structure,  and  Dr.  Anderson,  we  are  happy  to 
have  you  here  and  look  forward  to  hearing  your  statement. 

STATEMENT  OF  GERARD  F.  ANDERSON,  DIRECTOR,  CENTER  FOR 
HOSPITAL  FINANCE  AND  MANAGEMENT,  JOHNS  HOPKINS  UNI- 
VERSITY 

Mr.  Anderson.  Thank  you,  Mr.  Chairman  and  members  of  the 
committee  for  this  opportunity  to  testify  this  morning. 

My  name  is  Gerard  Anderson,  and  as  you  said,  I  am  director  for 
the  Center  for  Hospital  Finance  and  Management,  co-director  of 
the  Program  for  Medical  Technology  and  Practice  Assessment,  and 
Associate  Professor  of  Health  Policy  and  Management  at  Johns 
Hopkins  University. 

Last  week,  I  was  on  a  local  Baltimore  television  news  program 
trying  to  explain  why  a  woman  with  three  young  children  was 
being  denied  treatment  for  her  breast  cancer  by  her  insurance 
company.  What  the  newspaper  reporter  clearly  wanted  me  to  iden- 
tify was  the  villain  in  this  case,  and  what  I  tried  to  do  is  explain 
that  there  really  are  not  any  villains  here,  that  the  insurance  com- 
pany was  responding  in  a  rational  manner  to  the  incentives  cre- 
ated by  the  system  and  that  it  is  the  health  insurance  system 
which  needs  fundamental  reform. 

The  Pepper  Commission  recommendations  represent  a  good 
starting  point  for  this  reform  and,  what  may  be  a  first  for  this  com- 
mittee, I  agree  with  most  of  the  statements  by  a  fellow  economist, 
Stuart  Altman. 

In  my  opinion,  when  the  administration — the  Reagan  adminis- 
tration— began  promoting  competition  as  the  solution  to  the  health 
care  crisis  in  the  early  1980's,  the  deficiencies  of  the  health  care 
system  really  became  apparent.  Private  insurers  and  managed  care 
programs  began  to  respond  as  any  economist  would  predict  that 
they  would.  They  attempted  to  reduce  costs  by  paying  for  services 
provided  only  to  their  beneficiaries.  With  the  advent  of  multiple 
choice  options,  where  the  employee  has  the  choice  of  several  op- 
tions, it  is  not  surprising  that  insurers  would  attempt  to  enroll  only 
healthy  patients,  leaving  the  poor  risk  to  some  other  insurer. 

In  other  words,  competition  reduced  the  ability  of  private  insur- 
ers to  pay  for  uncompensated  care,  forced  them  to  look  for  healthy 
individuals  in  order  to  compete  on  the  basis  of  price,  and  under- 
mined the  viability  of  community  rating.  In  most  industries,  I 
think  competition  is  certainly  a  very  healthy  activity;  in  the  health 
care  industry,  we  have  to  take  a  very  careful  look  at  it. 

Since  the  Pepper  Commission  issued  its  report,  the  Census 
Bureau  released  a  new  study  which  calculated  that  63  million 
Americans,  or  28  percent  of  the  population,  lacked  health  insur- 
ance coverage  for  at  least  1  month  during  a  recent  28-month 
period.  The  higher  numbers  that  I  am  quoting  today  recognize  that 
people  lose  their  health  insurance  coverage  when  they  change  jobs. 
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at  least  for  some  period  of  time.  So,  the  importance  of  this  issue  is 
even  greater  than  I  think  31  to  37  million  suggest. 

These  data  on  gaps  in  insurance  coverage,  coupled  with  well-doc- 
umented data  showing  differential  rates  of  utilization  and  lower 
health  status  for  individuals  lacking  health  insurance  coverage  go 
a  long  way  to  explain  why  the  U.S.  lags  behind  most  other  indus- 
trialized countries  when  health  status  indicators  are  compared. 

For  most  Americans,  as  we  have  heard  already,  U.S.  health  care 
may  be  the  best  in  the  world,  and  most  of  the  health  status  indica- 
tors reach  the  same  conclusion.  For  a  significant  minority  of  Amer- 
icans, however,  access  to  health  care  is  difficult,  and  for  these 
Americans,  the  health  status  indicators  that  we  look  at  are  similar 
to  many  developing  countries. 

As  Congressman  Dingell  noted  in  his  introduction,  the  Pepper 
Commission's  recommendations  follow  a  long  tradition  of  health  in- 
surance reform,  which  began  in  Germany  in  the  1880's.  Increasing- 
ly, however,  developing  countries  are  starting  to  use  employer 
mandates  to  institute  comprehensive  health  insurance  coverage. 

Two  years  ago,  as  part  of  a  World  Bank  study,  I  went  to  Korea 
and  learned  that  Korea  was  able  to  go  from  0  percent  to  100  per- 
cent health  insurance  coverage  between  1976  and  1988.  Before 
Korea  instituted  this  plan  to  require  everyone  to  have  health  in- 
surance coverage,  there  was  considerable  concern  about  the  impact 
of  employer  mandates  on  economic  growth  and  on  small  business- 
es. All  of  the  studies  following  the  implementation  of  the  plan  in 
Korea  have  found  absolutely  no  adverse  impact. 

In  the  Korean  system,  only  about  10  percent  of  the  Korean  popu- 
lation is  covered  by  the  government.  The  remaining  90  percent  is 
privately  insured.  Most  large  corporations  have  formed  insurance 
companies  to  cover  their  workers.  Smaller  firms  and  certain  trade 
unions  have  combined  to  form  insurance  companies.  What  happens 
is  that  the  insurance  company  receives  half  of  its  revenue  from  the 
employee  and  half  from  the  employer.  Self-employed  workers, 
farmers,  and  the  unemployed  are  insured  by  regional  insurance 
companies,  which  receive  half  of  their  income  from  the  individual 
and  half  of  it  from  the  government.  Early  attempts  to  have  the  in- 
dividual pay  the  full  cost  just  did  not  work  in  Korea. 

In  Korea,  everyone  working  for  the  same  firm,  working  in  the 
same  trade  union,  or  working  in  the  same  town  has  the  same  in- 
surance company.  There  is,  however,  considerable  competition 
among  insurance  companies,  since  it  is  easy  to  compare  the  per-  , 
formance  of  insurance  companies.  At  the  beginning  of  the  year,  the  | 
percentage  of  the  employees'  wages  which  is  deducted  for  health  | 
insurance  is  posted.  Workers,  therefore,  become  very  interested  if  1 
their  health  care  cost  and  their  percentage  of  their  wages  deducted  j 
are  higher  than  another  corporation  or  in  a  different  region.  ! 

While  I  agree  with  most  of  the  Pepper  Commission's  recommen-  j 
dations  for  private  health  insurance  reform,  I  would  like  to  dis- 
agree with  two  of  the  provisions  in  the  package  regarding  sales  for  I 
private  insurance  for  small  groups,  which  I  do  not  believe  make 
much  economic  sense. 

The  two  major  concerns  that  I  have  are,  first  of  all,  guaranteed 
acceptance  of  all  groups  wishing  to  purchase  health  insurance  and, 
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second  of  all,  insurer-set  rates  on  the  same  terms  to  all  groups  in 
specified  area. 

While  I  agree  with  the  spirit  of  these  proposals,  I  do  not  believe 
that  they  will  be  enforceable,  and  therefore,  they  need  to  be 
changed.  It  does  not  make  sense,  for  example,  for  a  small  firm  of 
demolition  experts  to  pay  the  same  premiums  as  a  small  firm  of 
accountants. 

Instead  of  a  regulatory  approach,  I  propose  that  individuals  with- 
out health  insurance  coverage  would  be  required  to  purchase  insur- 
ance coverage  through  a  single  insurance  company  in  each  State. 
The  insurance  company  could  be  privately  or  publicly  operated.  By 
requiring  everyone  to  purchase  health  insurance  through  the  same 
company,  the  problems  of  selection  bias  would  be  eliminated.  We 
would  effectively  return  to  a  community  rate. 

The  benefits  package  would  be  established  by  the  State,  and  in- 
surance companies  would  compete  for  the  franchise.  The  insurance 
company  with  the  lowest  premium  in  the  State  would  be  awarded 
the  contract. 

Before  concluding,  I  must  add  a  thank  you  on  behalf  of  the 
health  service  research  community  to  the  Pepper  Commission.  As  a 
researcher  who  is  benefitting  from  this  new  Agency  on  Health 
Care  Policy  and  Research,  I  am  pleased  that  the  Pepper  Commis- 
sion recognized  the  role  that  the  health  services  research  communi- 
ty has  and  can  have  in  controlling  health  care  costs.  I  would  like  to 
caution  you,  however,  not  to  expect  immediate  results  from  this 
new  Agency. 

I  appreciate  the  opportunity  testify  this  afternoon  and  will  be 
happy  to  answer  any  questions. 

[The  prepared  statement  of  Mr.  Anderson  follows.  The  report 
''Universal  Health  Care  Coverage  in  Korea  is  retained  in  the  sub- 
committee files.] 

Statement  of  Gerard  F.  Anderson 

Thank  you,  Mr.  Chairman  and  members  of  the  committee,  for  this  opportunity  to 
appear  before  you  today  to  discuss  the  Report  of  the  Bipartisan  Commission  on 
Comprehensive  Health  Care  (Pepper  Commission)  and  specifically  its  recommenda- 
tions to  reform  the  private  health  insurance  system.  My  name  is  Gerard  F.  Ander- 
son. I  am  the  Director  of  the  Center  for  Hospital  Finance  and  Management,  Co-Di- 
rector of  the  Program  for  Medical  Technology  and  Practice  Assessment,  and  Associ- 
ate Professor  of  Health  Policy  and  Management  at  Johns  Hopkins  University. 

Last  week,  I  was  on  a  local  Baltimore  TV  news  program  trying  to  explain  why  a 
woman  with  three  young  children  was  being  denied  coverage  for  treatment  of  her 
breast  cancer  by  her  insurance  company.  The  reporter  clearly  wanted  me  to  identify 
the  villain  in  this  case.  In  my  two  30-second  sound  bites,  I  tried  to  explain  that 
there  were  no  villains,  that  the  insurance  company  was  responding  in  a  rational 
manner  to  the  incentives  created  by  the  system,  and  that  it  is  the  system  which 
needs  fundamental  reform.  In  my  testimony  today,  I  will  attempt  to  explain  each  of 
these  statements  and  then  propose  a  reform  of  my  own. 

In  my  opinion,  the  problems  which  the  Pepper  Commission's  recommendations 
are  trying  to  address  were  exacerbated  during  the  1980's  when  the  administration 
began  promoting  competition  in  order  to  lower  health  care  costs  and  improve  qual- 
ity of  care.  While  competition  may  be  beneficial  in  most  industries,  the  attempts  to 
promote  competition  in  the  health  care  industry  ignored  one  very  important  aspect 
of  the  health  care  financing  and  delivery  system.  Many  goods  and  services  provided 
by  the  health  care  industry  are  not  entirely  self-supporting  and  have  been  provided 
through  a  complicated  system  of  cross  subsidies.  Historically,  one  of  the  services 
which  has  benefited  most  from  cross  subsidization  is  care  for  the  poor  and  unin- 
sured. Care  for  the  poor  and  uninsured  was  the  responsibility  of  the  local  communi- 
ty in  the  1600's,  responsibility  was  transferred  to  private  philanthropists  during  the 
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1700's  and  1800's,  and  was  transferred  to  privately  insured  patients  by  the  mid- 
1900's.  With  the  passage  of  the  Medicare  and  Medicaid  programs  in  1965,  some  of 
the  poor  and  uninsured  are  now  covered,  but  for  those  who  remain  uninsured,  pri- 
vate insurance  remains  the  primary  source  of  revenue  to  pay  for  their  care. 

However,  as  the  administration  began  promoting  competition  as  a  solution  to  the 
health  care  crisis,  private  insurers  and  managed  care  programs  began  to  respond  as 
any  economist  would  predict  they  would — they  attempted  to  reduce  costs  by  paying 
for  services  provided  only  to  their  beneficiaries.  With  the  advent  of  multiple  choice 
options — where  the  employee  has  the  choice  of  several  insurance  plans — it  is  also 
not  surprising  that  insurers  would  attempt  to  enroll  only  healthy  patients,  leaving 
the  poor  risks  to  some  other  insurer.  In  other  words,  competition  reduced  the  ability 
of  private  insurers  to  pay  for  uncompensated  care  and  forced  them  to  look  for 
healthy  individuals  in  order  to  compete  on  the  basis  of  price. 

In  summary,  the  private  insurers  were  only  responding  to  the  economic  incentives 
created  by  the  health  insurance  system. 

The  implications  of  this  behavior  are  starting  to  become  apparent.  Since  the 
Pepper  Commission  issued  its  Report,  the  Census  Bureau  released  a  new  study 
which  calculated  that  63  million  Americans,  or  28  percent  of  the  population,  lacked 
health  insurance  coverage  for  at  least  1  month  during  a  recent  28  month  period 
(from  1985  to  1987).  More  detailed  studies  showed  that  less  than  half  of  the  adults, 
age  18-24,  were  covered  continuously  during  this  28  month  period,  and  that  Black 
Americans  and  persons  of  Hispanic  origin  were  also  likely  to  be  without  health  in- 
surance protection  often  for  long  periods  of  time.  Other  studies  have  shown  that  in- 
dividuals with  specific  medical  conditions  such  as  AIDS  have  difficulty  obtaining  in- 
surance coverage. 

These  data  on  gaps  in  coverage,  coupled  with  well  documented  data  showing  dif- 
ferential rates  of  utilization  and  lower  health  status  for  individuals  lacking  health 
insurance  coverage,  go  a  long  way  to  explain  why  the  United  States  lags  behind 
most  other  industrialized  countries  when  health  status  indicators  are  compared.  The 
United  States  is  the  only  industrialized  country,  aside  from  South  Africa,  which 
does  not  have  all  of  its  citizens  covered  by  some  sort  of  health  insurance  system.  For 
most  Americans,  the  U.S.  health  care  may  be  the  best  in  the  world  with  most 
health  status  indicators  supporting  this  conclusion.  For  a  significant  minority  of 
Americans,  however,  access  to  health  care  is  difficult  and  for  those  Americans,  the 
health  status  indicators  are  similar  to  those  reported  by  many  developing  countries. 

In  the  United  States,  most  of  the  gain  in  improved  health  status  occurred  in  the 
period  from  1960  to  1980,  with  relatively  little  additional  progress  during  the  1980's. 
Life  expectancy  at  birth  and  at  age  65  have  increased  only  moderately  since  1980. 
Black  male  life  expectancy  has  begun  to  decline.  The  percent  of  Black  babies  weigh- 
ing less  than  2500  grams  is  up  slightly,  and  the  percent  of  Black  women  who  receive 
health  care  in  the  first  tri-mester  of  pregnancy  is  down  somewhat.  These  data  sug- 
gest that  progress  in  improving  the  health  of  poor  and  minority  populations  groups 
has  certainly  slowed. 

The  Pepper  Commission's  recommendations  follow  a  long  tradition  of  health  in- 
surance coverage  which  began  in  Germany  in  the  1880's  when  Prime  Minister  Bis- 
mark  mandated  employer-based  health  insurance.  Most  of  Western  Europe  adapted 
some  form  of  employer-based  health  insurance  in  the  early  1900's.  Increasingly,  de- 
veloping countries  are  using  employer  mandates  to  institute  universal  health  insur- 
ance coverage.  Two  years  ago,  as  part  of  a  World  Bank  study,  I  went  to  Korea  and 
learned  that  Korea  was  able  to  go  from  a  0  to  100  percent  health  insurance  cover- 
age between  1976  and  1988.  A  more  detailed  description  of  the  Korean  experience  is 
included  in  an  article  I  published  in  Health  Affairs.  This  summer,  I  am  going  to 
Taiwan  to  help  them  institute  a  program  of  universal  health  insurance  which  they 
expect  to  complete  by  1995. 

A  brief  summary  of  the  Korean  experience  with  employer-based  insurance  may  be 
useful  to  the  discussion  today.  Before  Korea  instituted  the  plan  to  require  everyone 
to  have  health  insurance  coverage,  there  was  considerable  concern  about  the  impact 
of  employer  mandates  on  economic  growth  and  especially  on  small  businesses.  Stud- 
ies following  the  implementation  have  found  no  adverse  impacts. 

In  the  Korean  system,  only  the  poorest  10  percent  of  the  population  is  covered  by 
the  government,  the  remaining  90  percent  are  privately  insured.  Most  large  corpo- 
rations have  formed  independent  insurance  companies  to  cover  their  workers. 
Smaller  firms  and  certain  trade  unions  have  combined  to  form  insurance  compa- 
nies. The  insurance  company  receives  half  of  the  revenue  from  the  employee  and 
half  from  the  employer.  Self-employed  workers,  farmers  and  the  unemployed  are  in- 
sured by  regional  insurance  companies  which  receive  half  of  their  income  from  the 


119 


individual  and  half  from  the  government.  Attempts  to  have  the  individual  pay  the 
full  costs  were  unsuccessful. 

In  Korea,  everyone  working  for  the  same  firm,  working  for  the  same  trade  unions, 
or  working  in  the  same  town  has  the  same  insurance  company.  There  is,  however, 
considerable  competition  among  insurance  companies  since  it  is  easy  to  compare  the 
performance  of  insurance  companies.  At  the  beginning  of  the  year,  the  percentage 
of  a  employees  wages  that  will  be  deducted  to  pay  for  health  insurance  is  posted. 
Workers  become  very  interested  in  health  care  costs  if  the  workers  at  another  cor- 
poration or  in  a  different  region  must  pay  a  lower  percentage  of  their  wages  for 
identical  coverage. 

I  agree  with  most  of  the  Pepper  Commission  recommendations  for  private  insur- 
ance reform.  They  are  necessary  reforms  to  the  health  insurance  system. 

I  would  like  to  disagree  with  some  of  the  provisions  in  the  package  regarding 
sales  of  health  insurance  to  small  groups,  which  I  believe  do  not  make  economic 
sense.  My  major  concern  involves  the  first  two  provisions  in  this  package: 

Guaranteed  acceptance  of  all  groups  wishing  to  purchase  insurance,  and  insurers 
set  rates  on  the  same  terms  to  all  groups  in  specified  areas. 

While  I  totally  agree  with  the  spirit  of  these  proposals,  I  do  not  believe  that  they 
will  be  enforceable  and  therefore,  the  economic  incentives  will  have  to  be  changed 
in  order  to  achieve  those  objectives.  It  does  not  make  sense,  for  example,  for  a  small 
firm  of  demolition  experts  to  pay  the  same  premiums  as  a  small  firm  of  account- 
ants. Insurance  companies  will  find  ways  to  circumvent  any  regulations. 

Instead  of  a  regulatory  approach,  I  propose  that  individuals  without  health  insur- 
ance coverage  would  be  required  to  purchase  insurance  coverage  through  a  single 
insurance  company  in  each  State.  The  insurance  company  could  be  privately  or  pub- 
licly operated.  By  requiring  everyone  to  purchase  health  insurance  through  the 
same  company,  the  problem  of  selection  bias  would  be  eliminated.  For  employed 
persons  without  insurance  coverage,  employers  would  be  required  to  pay  half  of  the 
cost  and  employees  would  be  required  to  pay  half.  For  the  unemployed,  the  Govern- 
ment would  pay  half.  The  benefits  package  would  be  established  in  advance  by  the 
State  government  and  insurance  companies  would  compete  for  the  franchise.  The 
insurance  company  with  the  lowest  premium  in  the  State  would  be  awarded  the 
contract. 

I  appreciate  the  opportunity  to  testify  this  morning,  and  I  would  be  happy  to 
answer  any  questions. 

Mr.  Walgren.  Dr.  Anderson,  we  appreciate  that. 
Your  resistance  to  the  requirement  that  all  groups  be  insured  at 
the  same  rates  is  based  on  its  unenforceability? 
Mr.  Anderson.  Correct. 

Mr.  Walgren.  Can  you  expand  on  that?  How  is  it  difficult  to  en- 
force? 

Mr.  Anderson.  Well,  it  is  sort  of  like  we  want  to  have  everybody 
have  access  to  all  housing  in  America,  and  so  we  impose  restric- 
tions that  you  cannot  have  antidiscrimination.  Well,  clearly,  it  hap- 
pens. In  discrimination,  there  are  neighborhoods  which  are  all 
white  and  certain  neighborhoods  which  are  all  black. 

I  think  it  is  very  easy  for  an  insurance  company  just  not  to 
market  to  a  particular  type  of  industry,  and  as  much  as  you  can 
say  that  they  should  go  in  and  insure  these  particular  industries,  it 
is  going  to  be  very  difficult  to  say  that  they  made  a  good  faith 
effort  to  actually  go  in  there  and  try  to  sell  that  particular  firm 
that  covers  loggers  or  covers  demolition  experts  to  whatever. 

So,  they  just  never  got  their  insurance  company  representative 
out  there  to  meet  with  that  person  to  try  to  sell  it. 

Mr.  Walgren.  Then,  you  suggest  a  statewide  private  organiza- 
tion. 

Mr.  Anderson.  Could  be  public  or  private,  either  one,  but  basi- 
cally, one  group  which  is  willing  to  say,  at  a  certain  premium,  that 
they  will  insure  everyone  in  that  State. 
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Mr.  Walgren.  So,  you  would  have  the  insurance  companies  in- 
suring their  groups  on  whatever  basis  they  want  to,  I  gather. 

Mr.  Anderson.  As  Mr.  Maher  said,  with  Chrysler  covering  their 
workers,  that  could  certainly  stay  in  place. 

What  I  am  trying  to  get  is  some  mechanism  that  gets  away  from 
this  whole  problem  of  adverse  selection  and  gives  everybody  an  op- 
portunity to  get  insurance  at  good  rates,  and  this  big  insurance 
company  in  the  State  would  then  be  able  to  argue  effectively  with 
the  providers  of  care.  It  would  be  much — almost  as  large,  maybe,  as 
the  Medicare  program  and  be  able  to  negotiate. 

What  you  have  is  all  these  small  firms  having  difficulty  and 
small  insurance  companies  having  difficulty  arguing  with  the  pro- 
vider. 

Mr.  Walgren.  Don't  you  really,  at  least,  allow  fertile  soil  for  ad- 
verse selection?  You  say  you  do  not  want  that  to  be  the  case,  but 
what  happens  is  that  in  the  marketed  private  sector  group  of  insur- 
ance companies,  they  would  be  marketing  with  adverse  selection 
very  much  to  their  standard  of  coverage. 

Mr.  Anderson.  Which  is  what  they  currently  do  now. 

Mr.  Walgren.  Which  is  what  they  are  doing  now  and  which 
some  view  as  breaking  down.  Then  you  would  be  pouring  over  ev- 
erybody that  was  adverse  selected  out  into  what  would  be  a  large 
group,  admittedly,  but  why  would  we — it  would  be  everybody  that 
had  higher  costs  than  those  who  had  lower  costs  or  were  not  select- 
ed out,  even  though,  no  matter  how  large  it  was,  I  would  think  that 
the  people  that  the  private  sector  would  be  interested  in  insuring, 
marketing  insurance  to,  would  have  a  very  low  cost,  and  by  defini- 
tion, then,  that  would  be  lower  than  the  balance,  and  so,  the  bal- 
ance would  be  faced  with  footing  a  substantially  larger  bill. 

Mr.  Anderson.  Well,  to  the  extent  that,  in  fact,  they  are  adverse 
risk,  they  would  probably  end  up  having  to  pay  higher  amounts. 
What  you  get  away  from,  however,  is  all  the  administrative  costs 
associated  with  dealing  with  these  small  firms,  because  you  now 
have  one  firm  to  go  to  if  you  are  a  small  employer,  which  is  guar- 
anteed, at  a  certain  rate,  to  cover  you. 

Mr.  Walgren.  Interesting.  OK. 

Mr.  Nielson. 

Mr.  Nielson.  Yes. 

I  am  interested  in  your  Korean  experience.  In  view  of  the  cultur- 
al differences  and  size  and  so  forth,  which  of  those  lessons  can  we 
transfer  directly  to  the  United  States? 

Mr.  Anderson.  Well,  I  think  the  idea  is  that  you — what  I  devel- 
op here  is  that  a  single  payer  and  a  single  insurance  company  is  a 
way  to  cover  the  uninsured.  What  they  did  is  instituted  a  series  of 
employer  mandates  covering  the  largest  firms  and  then  smaller 
firms,  and  then  they  were  left  with  the  residual  of  the  very  small 
firms  and,  effectively,  the  unemployed,  and  what  they  did  was 
create  regional  insurance  companies  which  picked  up  all  those 
people  who  were  not  being  covered  by  some  other  trade  union  or 
some  other  large  corporation. 

So,  I  think  that  is  the  message,  and  that  is  the  way  that  you  are 
able  to  get  

Mr.  Nielson.  You  indicate  that  all  individuals  that  do  not  have 
health  insurance  coverage  should  be  required  to  purchase  it  from  a 
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single  insurer  for  each  State.  How  is  that  single  insurer  to  be  se- 
lected? 

Mr.  Anderson.  Again,  what  they  would  do  is  they  would  com- 
pete. 

Mr.  NiELSON.  Who  is  "they". 

Mr.  Anderson.  Say  if  four  insurance  companies  wanted  to  cover 
everybody  in  Maryland.  They  would  compete  on  the  basis  of  premi- 
ums, and  what  they  would  say  is  everybody — if  you  wanted  health 
insurance  coverage  in  Maryland,  this  is  the  community  rate. 

Mr.  NiELSON.  Which  insures  every  individual  at  the  same  rate? 

Mr.  Anderson.  Everybody  would  get  that  same  rate,  and  then 
the  insurance  commissioner  in  the  State  would  choose  which  of 
these  four  insurance  companies. 

Mr.  NiELSON.  Are  there  some  States  which  are  so  unattractive  as 
far  as  health  care  costs  are  concerned  that  we  might  not  have  any 
bidders? 

Mr.  Anderson.  As  an  economist,  there  is  always  a  price  that  you 
will  get  a  bidder. 

Mr.  NiELSON.  So,  we  may  have  one  State  paying  3  or  4  times  as 
much  for  their  insurance  as  another. 

Mr.  Anderson.  You  might. 

Mr.  NiELSON.  Let  me  ask  another  question.  We  had  increased 
competition  in  the  health  care  system,  and  that  has  caused  an  in- 
crease in  cost-shifting.  How  has  that  happened? 

Mr.  Anderson.  Well,  effectively,  what  has  happened  is  everybody 
is  going  for  the  best  risks,  because  that  can  get  the  lowest,  and 
they  are  going  for  the  best  deal  that  they  can  get.  So,  Chrysler, 
which  has  a  very  dominate  market  in  the  Michigan  area  is  able  to 
get  a  much  lower  rate  for  in-hospital  care  than  a  small  employer  in 
Michigan. 

Mr.  NiELSON.  Why  has  there  not  been  more  self  insurance?  As 
the  cost  of  health  insurance  has  increased  on  both  the  employer's 
and  the  employee's  side,  why  is  there  not  more  self-insurance? 

Mr.  Anderson.  Well,  in  fact,  there  is.  There  is  a  huge  amount  of 
self-insurance.  Almost  every  single  large  corporation  in  America  is 
self  insured,  is  trying  to  get  out  of  this  whole  idea  of  community 
rating.  What  happened  is  that  the  smallest  firms  cannot  do  self-in- 
suring. They  just  cannot  assume  that  risk. 

Mr.  NiELSON.  Could  a  group  of  small  companies  band  together 
and  thereby  have  self-insurance  for  the  group  as  a  whole? 

Mr.  Anderson.  They  could,  and  this  is  the  whole  idea  in  Korea, 
for  example,  of  trade  unions  banding  together  or  everybody  in  the 
publishing  industry  banding  together  or  something  like  that.  That 
is  certainly  a  possibility.  You  would  get  an  awful  lot  of  relatively 
small  insurance  companies  which  argue  that  they  do  not  have 
enough  market  power  in  any  single  area  to  really  negotiate  effec- 
tively with  the  providers  of  care,  unless  you  got  a  very,  very  large 
group,  and  what  I  am  proposing  is  that,  effectively,  the  largest 
group  possible — they  would  be  the  strongest  arguers. 

Mr.  NiELSON.  How  do  you  deal  with  the  problem  of  transferabil- 
ity? If  I  work  for  one  company  with  a  good  health  insurance  policy 
and  I  change  jobs  and  go  to  another  company  which  does  not  have 
one  nearly  as  good,  how  do  you  handle  that? 
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Mr.  Anderson.  Effectively,  I  do  not,  in  this  case.  I  mean  that  is  a 
choice  that  you  make  when  you  change  employers. 

Mr.  NiELSON.  You  are  not  going  to  protect  one  person  from  much 
less  coverage?  So,  really,  you  are  going  to  force  people  to  stay  in 
the  same  job  for  the  health  insurance,  because  they  cannot  make 
the  break. 

Mr.  Anderson.  As  a  Johns  Hopkins  employee  and  a  professor,  I 
get  certain  types  of  benefits.  If  I  go  to  a  different  university,  I  get  a 
different  set  of  benefits. 

Mr.  NiELSON.  You  take  your — your  basic  benefits  are  transport- 
able. 

Mr.  Anderson.  That  is. 

Mr.  NiELSON.  Is  there  something  like  that  available  in  the  health 
care  area? 
Mr.  Anderson.  No,  there  is  not. 
Mr.  NiELSON.  Should  there  be? 

Mr.  Anderson.  I  do  not  think  so.  I  think  that  is  an  employee/ 
employer  relationship. 
Mr.  NiELSON.  Thank  you,  Mr.  Chairman. 
Mr.  Walgren.  Thank  you,  Mr.  Nielson. 
Mr.  Ritter. 

Mr.  Ritter.  Thanks,  Mr.  Chairman. 

Your  testimony  is  interesting.  What  kind  of  response  has  your 
plan  received  from  the  insurance  industry? 

Mr.  Anderson.  I  actually  do  not  know.  I  mean  I  have  talked  to 
them,  and  they  have  shown — some  people  have  shown  interest  and 
some  think  that  it  is  the  silliest  idea  that  they  have  ever  heard. 

Mr.  Ritter.  You  are  just  covering  those  employees  whose  compa- 
nies do  not  have  existing  policies.  Right? 

Mr.  Anderson.  Correct,  and  the  uninsured  could  certainly  buy 
into  this,  as  well,  at  the  community  rate. 

Mr.  Ritter.  So,  you  have  not  had  a  chance  to  put  some  numbers 
and  figures  on  all  of  this,  working  with  the  insurance  industry. 

Mr.  Anderson.  I  have  not  worked  with  the  insurance  industry 
on  this. 

Mr.  Ritter.  It  might  just  be  interesting  to — it  is  an  interesting 
idea.  Korea  is  rather  different  from  the  United  States,  but  it  would 
be  interesting  to  try  to  put  some  numerical  economic  analysis  into 
what  this  idea  does. 

Mr.  Anderson.  Right,  and  I  would  welcome  the  opportunity  to  do 
that.  My  predecessor  at  Johns  Hopkins  is  Carl  Schramm,  and  he  is 
the  President  of  the  Health  Insurance  Association  of  America,  and 
we  would  be  glad  to  work  with  Carl  and  other  people  on  this  type 
of  idea. 

Mr.  Ritter.  We  would  look  forward  to  some  kind  of  analysis  that 
would  give  us  a  little  more  information  on  what  it  would  mean. 

We  were  talking  before — I  do  not  know  if  you  were  here — with 
the  previous  witnesses  about  costs  in  the  system. 

You  did  not  mention  costs  at  all.  It  seems  to  me  sometimes  we 
get  into  a  discussion  as  to  how  we  are  going  to  somehow  make  ev- 
erything accessible  and  affordable,  and  yet,  we  are  not  going  to  do 
anything  about  the  basic  driving  factors  pushing  costs  up. 

What  are  your  thoughts  about  the  internal  pressures,  the  steam 
under  the  manhole  cover,  if  you  will,  in  the  field  of  health  care? 
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Mr.  Anderson.  Well,  I  spent  about  6  years  in  the  Federal  Gov- 
ernment trying  to  control  health  care  costs  and  trying  to  bring 
about  some  of  the  reforms  in  the  Medicare  system. 

Mr.  RiTTER.  And,  finally,  you  decided  you  couldn't  so  you  left  and 
went  to  Johns  Hopkins. 

Mr.  Anderson.  Well,  I  decided  I  wanted  to  look  at  the  beast 
itself  and  John  Hopkins  seemed  to  be  an  appropriate  beast  to  take 
a  look  at.  I  have  been  working  a  lot  more  v/ith  the  hospital  and 
working  a  lot  more  with  the  physicians  in  trying  to  figure  out, 
from  their  point  of  view,  why  are  health  care  costs  rising.  I  think 
that's  what  you've  got  to  take  a  look  at.  You've  got  a  lot  of  commit- 
ted physicians  and  you've  certainly  got  a  lot  of  committed  hospital 
administrators. 

Mr.  RiTTER.  OK.  From  your  taking  a  look,  what  conclusions  are 
you  coming  to?  Where  do  you  see  the  potential  for  reducing  the 
pressure  for  costs,  or  do  you  just  feel  whatever  the  costs  will  be 
your  group  will  go  along  with  it  and  simply  figure  out  an  insurance 
system  to  pay  for  it. 

Mr.  Anderson.  Certainly,  I  think  that  will  happen.  But,  some- 
time, we've  got  to  learn  to  say  no.  And  the  question  is  when  are  we 
pushed  to  the  point  of  saying  no.  I  think,  to  some  extent  

Mr.  RiTTER.  Could  you  be  more  specific? 

Mr.  Anderson.  Let  me  finish. 

Mr.  RiTTER.  Sure. 

Mr.  Anderson.  I  think,  to  some  extent,  reform  will  have  some 
savings.  I  think  an  all-payer  rate  system  that  Stuart  Altman  men- 
tioned will  have  some  savings.  But  at  some  time  or  another  we 
have  to  say  that  that  service  which  is  currently  available,  we  are 
not  going  to  provide  to  certain  patients.  And  that's  what  the  other 
countries  really  start  doing  and  we  have  to  have  some  rational 
process  to  start  doing  that. 

Mr.  RiTTER.  Since  you  more  than  any  other  witness  can  tell  us, 
how  much  would  we  save  if  the  Federal  Government  came  up  with 
this  tightly  controlled— not  tightly  controlled,  but  highly  efficient 
delivery  system  which  we  were  discussing  as  to  whether  or  not, 
indeed,  it  was  an  oxymoron  that  the  Federal  Government  would  do 
that?  Of  course,  you  had  6  years  experience  with,  as  you  termed, 
the  beast.  How  much  would  we  save,  percentage-wise,  if  somehow 
we  came  up  with  this  efficient  paperwork  and  administrative 
system? 

Mr.  Anderson.  Actually,  I  don't  think  that— I  think  the  adminis- 
trative cost  is  certainly  out  of  control.  I  think  it's  mostly  in  the  pri- 
vate sector.  I  don't  think  it's  mostly  in  the  public  sector. 

Mr.  RiTTER.  Isn't  it  because  Medicare  and  all  these  programs 
demand  the  vast  heap  of  paperwork  per  procedure,  waiver?  I  recall 
visiting  a  hospital  and  they  had  a  waiver  application  for  a  patient 
to  gain  greater  service  than  that  which  was  prescribed  by  the  pro- 
gram. I  kid  you  not,  it  was  this  thick,  this  high.  It  was  almost  a 
full-time  job  to  handle  this  waiver  for  one  administrative  process. 

Mr.  Anderson.  I  agree  with  you.  Johns  Hopkins  has  30  people 
just  in  the  quality  assurance  program  alone,  Johns  Hopkins  Hospi- 
tal. 

Mr.  RiTTER.  Which  means  the  paperwork. 
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Mr.  Anderson.  That's  the  paperwork — one  of  the  paperwork  pro- 
grams. When  I  talk  to  them,  however,  more  of  the  cost  is  deahng 
with  the  myriad  private  insurers  they  have  to  deal  with  and  all  the 
different  restrictions  they  have  than  the  single  Medicare  and  Med- 
icaid programs.  I  mean,  they  know  how  to  deal  with  the  Medicare 
and  Medicaid  programs  because  there  is  one  rule.  The  problem 
with  dealing  with  the  myriad  of  private  insurers  is  

Mr.  RiTTER.  Fm  sorry,  I  got  off.  Before  my  time  runs  out,  and  it 
seems  it  has  and  I  thank  the  chairman  for  his  indulgence.  Could 
you  just  give  us  some  ideas  on  the  cost  side  of  it?  Where  are  we 
going? 

Mr.  Anderson.  We  have  to  learn  how  to  say  no  to  certain  tech- 
nologies and  if  we  don't  learn  to  say  no  to  certain  types  of  technol- 
ogies, it's  not  system  reform  which  is  going  to  control  costs.  We  can 
design  methodologies — and  I  have  been  doing  that  for  the  last  10  or 
15  years — is  design  methodologies  to  define  an  efficient  hospital,  to 
define  an  efficient  HMO,  to  define  an  efficient  physician.  But  we 
can't  make  decisions  whether  or  not  we  want  a  particular  service 
provided  or  not.  If  we  want  every  single  service  which  can  be  pro- 
vided to  be  provided,  then  we  are  not  going  to  have  cost  savings. 

Mr.  RiTTER.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Mr.  Walgren.  Thank  you,  Mr.  Ritter. 

Thank  you  very  much.  We  appreciate  your  testimony  and  appre- 
ciate your  patience. 

The  last  group  is  Ted  Kelly,  the  president  of  the  Employee  Bene- 
fits Division  of  Aetna  Life  &  Casualty,  testifying  on  behalf  of  the 
Health  Insurance  Association  of  America;  Mary  Nell  Lehnhard, 
vice  president  of  Blue  Cross  and  Blue  Shield  Association,  and 
Robert  Laszewski,  executive  vice  president  of  Liberty  Mutual  In- 
surance Group. 

Thank  you  all  for  your  patience.  We  appreciate  your  being  here. 
Let  me  ask  you  to  go  through  your  testimony  in  the  order  in  which 
I  introduced  you  to  the  record  and  we  will  start,  then,  with  Mr. 
Kelly. 

STATEMENTS  OF  EDMUND  F.  KELLY,  PRESIDENT,  EMPLOYEE 
BENEFITS  DIVISION,  AETNA  LIFE  &  CASUALTY;  MARY  NELL 
LEHNHARD,  VICE  PRESIDENT,  BLUE  CROSS  AND  BLUE  SHIELD 
ASSOCIATION;  AND  ROBERT  L.  LASZEWSKI,  EXECUTIVE  VICE 
PRESIDENT,  LIBERTY  MUTUAL  INSURANCE  GROUP 

Mr.  Kelly.  Good  afternoon.  Chairman  Walgren  and  members  of 
the  subcommittee.  I  am  Ted  Kelly,  president  of  Aetna's  Employee 
Benefits  Division.  We  are  one  of  the  largest  health  underwriters  in 
the  country  and  I  am  pleased  to  be  here  on  behalf  of  the  Health 
Insurance  Association  of  America.  I  am  representing  the  commer- 
cial insurance  industry. 

Aetna,  HIAA,  and  its  member  companies,  share  the  commitment 
of  the  Pepper  Commission  to  do  something  to  improve  access  for 
acute  health  care  coverage  in  this  country.  The  industry  has  devel- 
oped proposals  in  this  area  of  health  access.  They  are  comprehen- 
sive proposals  representing  a  combination  of  private  and  public 
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sector  action,  building  on  a  successful  existing  foundation.  This  ap- 
proach can  achieve  real  progress  in  this  decade. 

I  have  submitted  a  written  statement  for  the  record  but,  given 
the  limitations,  I  will  concentrate  on  the  accents,  some  of  the  high- 
lights. 

We  recognize  that  the  Pepper  Commission  faced  a  formidable 
task  and  is  to  be  commended  on  the  progress  it  has  made.  We  un- 
derstand the  magnitude  of  the  task.  We  within  the  industry,  who 
are  supposedly  experts,  have  spent  over  2  years  developing  our  pro- 
posal. 

There  is  within  this  country  a  solid  base  of  health  care  coverage. 
Eighty-seven  percent  of  Americans  are  protected.  This  is  not  a 
symptom  of  a  system  in  collapse.  Two-thirds  of  the  population  have 
private  sector  coverage,  principally  through  employer  plans.  Yet, 
we  admit  there  are  significant  problems  that  must  and  will  be  ad- 
dressed. 

One  of  the  problems  is  that  at  any  single  point  in  time  31  million 
Americans  do  not  have  coverage.  These  are  principally  individuals 
with  low  income.  Those  who  are  uncovered  and  work  usually  work 
for  small  financially  unstable  operations. 

We  need  to  look  more  closely  at  the  31  million.  Of  the  31  million, 
17  million  are  chronically  uninsured,  that  is,  10  million  who  are 
never  insured,  7  million  who  will  be  insured  in  a  little  over  a  year, 
and  14  million  who  are  temporarily  uninsured  that  is  less  than 
about  9  months. 

When  you  look  at  it  this  way,  you  realize  that  a  multi-faceted 
and  sweeping  solution  is  the  appropriate  approach.  This  way  you 
can  target  the  resources  of  the  country  to  the  segments  of  the  un- 
covered and,  hence,  make  more  progress  toward  resolving  this  sig- 
nificant problem. 

Sweeping  overhauls  aren't  only  unnecessary,  introducing  them 
as  a  proposal  is  probably  counterproductive  to  real  change. 

As  my  written  statement  details,  there  are  several  parts  of  the 
Pepper  Commission's  proposal  that  we  support  wholeheartedly. 
There  are,  unfortunately,  specific  recommendations  which  cause  us 
concerns  and  I  will  concentrate  on  those. 

First,  the  Commission  called  for  a  new  Government  financed  arid 
administered  public  plan  available  to  all.  This  would  put  the  Gov- 
ernment in  direct  competition  with  long-standing  and  well  func- 
tioning private  sector  programs  and  would  eventually  lead  to  even 
more  devastating  underfunding  of  Government  programs  to  the 
needy.  We  believe  that  scarce  Government  funds  should  go  first  to 
the  needy  through  programs  already  in  place. 

Second,  the  Commission  access  proposal  requires  all  employers  to 
provide  health  care  coverage  or  pay  a  penalty  tax.  This  would  hit 
mostly  small  employers  who  do  not  now  provide  health  care  cover- 
age, or  they  do  not  provide  it  because  it  is  uneconomic.  Mandates 
will  not  do  anything  to  address  the  problem  of  costs  v/hich  has 
been  raised  Qver  and  over  again  this  morning  and  early  this  after- 
noon. The  proposal  would  be  harmful  to  small  business  and  devas- 
tating to  employees.  The  CBO's  own  estimates  are  that  up  to  half  a 
million  people  would  be  put  out  of  work  because  of  mandated  em- 
ployer insurance. 
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Third,  the  estabUshment  of  a  standardized  benefit  package  is 
contrary  to  the  principle  of  allowing  employers  and  employees  the 
necessary  flexibility  to  structure  plans  to  meet  their  needs.  This 
was  addressed  by  both  the  previous  speakers. 

For  example,  in  some  cases  because  of  the  nature  and  it  is  appro- 
priate that  they  just  require  catastrophic  coverage.  Other  types  of 
employee  groups  require  much  more  prefunded  benefit  type  plans. 
Fundamentally,  we  reaffirm  the  right  of  employers  and  employees 
to  decide  this  issue. 

In  the  area  of  small  group  reforms,  the  community  rating  sugges- 
tions are  at  odds  with  the  best  interest  of  the  majority  of  small  em- 
ployers. Community  rating  requires  cost  subsidization  and  removes 
incentives  for  employers  to  control  health  care  costs  for  their 
group. 

Finally,  it  should  not  be  overlooked  that  the  Commission  pro- 
poses to  use  Medicare  reimbursement  rates  for  its  new  public  plan. 
As  mentioned  by  several  speakers,  we  already  have  a  major  cost 
shift  from  Medicare  to  the  private  sector.  This  has  been  an  impor- 
tant factor  driving  up  the  costs  of  the  private  sector  coverage.  The 
Commission  recommendation  would  exacerbate  the  cost  shift, 
create  an  unacceptable  and  probably  an  economically  impossible 
burden  for  the  private  sector  and  would  cause  significant  disloca- 
tion for  physicians  in  hospitals.  These  concerns  trouble  us  but  our 
principal  concern  is  that,  in  many  cases,  the  sweeping  nature  of 
the  proposals  are  not  a  blueprint  for  action  since  they  are  not  fo- 
cused on  the  specific  problems. 

Action  is  possible,  as  we  in  Connecticut  have  demonstrated.  We 
had  a  similar  review  to  the  Pepper  Commission,  a  widely  diverse 
blue-ribbon  commission  has  recommended  an  implemental  targeted 
approach  and  it  is  moving  through  the  legislative  process  quite  rap- 
idly. 

HIAA's  own  comprehensive  five-point  plan  is  similar  to  the  Con- 
necticut plan  and  is  a  blueprint  for  action  since  it  is  targeted  to  the 
groups  in  need. 

First,  we  have  to  restore  Medicare  to  its  prominence.  Over  62 
percent  of  the  poor  are  not  now  covered  by  Medicare.  This  is  down 
from  almost  80  percent  15  years  ago. 

One  aspect  of  the  plan  that  we — somewhat  aligned  with  the 
Rockefeller  group,  the  Pepper  Commission,  and  of  which  I  have 
some  expertise,  having  run  Aetna's  small  business  operations,  is  in 
the  area  of  reform  in  the  small  business  market.  We  do  need  to 
reform.  Competition  has  produced  anomalies  and  dysfunctions. 

The  points  we  are  recommending  are;  these  reforms  will  apply  to 
commercial  insurers.  Blue  Cross/Blue  Shield  and  the  HMO's  and 
will  apply  to  employers  with  fewer  than  25  employees. 

No  employer  or  employee  will  be  denied  coverage.  Once  insured, 
no  employer  or  employee  will  be  denied  continued  coverage. 

Annual  premium  increases  for  a  group  would  be  kept  within  a 
relatively  tight  range  for  that  group  within  the  insured. 

No  employer  would  pay  more  than  50  percent  in  excess  of  the 
average  cost  for  a  similar  group. 

Employees  who  change  jobs  or  employers  who  change  carriers 
would  not  have  a  reapplication  if  preexisting  condition  arose. 
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And,  to  take  care  of  the  high-risk,  there  would  be  a  privately- 
funded  and  privately-operated  reinsurance  mechanism. 

These  recommendations  are  proposed  and  adopted  by  our  indus- 
try with  a  clear  knowledge  that  it  will  cause  considerable  pain  in 
the  short-run  but  they  do  represent  our  industry's  commitment  to 
find  a  solution  to  this  significant  problem. 

I  am  proud  to  be  in  a  company  and  an  industry  that  has  been 
taking  an  active  part  in  this  debate  on  national  policy.  I  am  proud 
that  we  are  willing  to  absorb  some  of  the  pain  in  reaching  a  solu- 
tion. 

Thank  you. 

Mr.  Walgren.  Thank  you  very  much,  Mr.  Kelly. 

[The  prepared  statement  and  attachment  of  Mr.  Kelly  follow:] 

Statement  of  Edmund  F.  Kelly,  Health  Insurance  Association  of  America 

I  am  Ted  Kelly,  President,  Employee  Benefits  Division,  Aetna  Life  &  Casualty. 
Aetna  is  one  of  the  largest  investor  owned  insurance  companies  underwriting  and 
administering  group  insurance  benefits  based  on  group  insurance  premiums  and 
equivalents  of  over  $13  billion.  Over  12  million  lives  are  covered  by  Aetna  plans  and 
products  including  2.5  million  through  our  PARTNERS  PPO  and  HMO  networks 
and  780,000  through  our  small  business  activities.  Aetna  is  also  a  member  of  the 
Health  Insurance  Association  of  America,  a  trade  association  of  320  private  insur- 
ance companies  which  provide  health  insurance  for  over  95  million  Americans.  My 
presentation  to  you  today  is  both  as  a  representative  of  our  trade  association  and  as 
someone  who  has  been  actively  involved  in  the  development  and  marketing  of  insur- 
ance products  for  both  the  large  and  small  group  insurance  markets. 

Chairman  Walgren  and  Chairman  Waxman  and  members  of  the  two  subcommit- 
tees holding  today's  hearings,  it  is  a  pleasure  for  me  to  be  here  today  to  present  the 
views  of  the  Health  Insurance  Association  of  America  and  Aetna  on  the  Pepper 
Commission's  recommendations  released  1  ¥2  months  ago.  At  the  outset,  let  me  state 
unequivocally  that  the  HIAA  applauds  the  efforts  of  the  Pepper  Commission  to 
bring  those  Americans  without  adequate  access  to  health  care  into  the  system.  The 
Commission  identified,  as  indeed  we  and  others  concerned  have,  the  dimensions  of 
the  problem  and  the  need  to  take  action. 

For  approximately  1  year,  the  Pepper  Commission  wrestled  with  the  difficult 
questions  of  cost,  access,  affordability  and  quality  of  care  and  developed  a  number  of 
recommendations.  We  believe  the  Pepper  Commission  recommendations  make  an 
important  contribution  to  the  ongoing  debate  over  the  solutions  we're  here  to  dis- 
cuss. During  the  last  2  years,  the  HIAA  has  also  been  tackling  these  tough  questions 
and  has  developed  a  plan  on  access  which  I  discuss  in  this  statement.  As  for  the 
Pepper  Commission  recommendations,  the  HIAA  has  the  following  specific  com- 
ments. 

First,  the  HIAA  supports  expansion  of  government  coverage  to  poor  and  near 
poor  individuals.  Three  in  10  persons  without  health  care  coverage  are  below  the 
Federal  poverty  level;  3  in  10  are  near  poor  (between  100  percent  and  200  percent  of 
the  poverty  level);  and  4  in  10  are  above  200  percent  of  the  poverty  level. 

Second,  we  support  the  targeted  tax  subsidies  to  small  employers.  This  includes 
our  support  for  making  health  insurance  costs  100  percent  tax  deductible  for  self- 
employed  workers.  We  also  support  the  special  tax  credit  which  would  be  given  to 
financially  needy  small  employers. 

Third,  we  support  targeted  government  assistance  to  low  income  workers  to  assist 
them  in  paying  the  premium  contributions  and  cost  sharing  associated  with  their 
health  plan.  This  is  one  of  the  recommended  reforms  in  the  HIAA  proposal  for  fi- 
nancing health  care  for  Americans.  The  HIAA  proposal  would  establish  an  optional 
"buy-out"  program  for  those  Medicaid-eligible  people  who  are  working,  allowing 
States  to  reduce  government  costs  by  paying  the  employee  share  of  available  em- 
ployer group  insurance  and  to  provide  transition  coverage  for  those  coming  off  Med- 
icaid. 

Four,  HIAA  supports  the  concept  of  a  Federal  preemption  of  State  benefit  and 
provider  mandates  so  that  all  employers  may  avail  themselves  of  lower  cost,  more 
affordable  benefit  plans.  (The  HIAA  proposal  would  achieve  this  by  extending  the 
ERISA  preemption  currently  given  to  self-insured  plans  to  insured  employer  plans 
as  further  explained  in  my  statement.) 
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Fifth,  we  support  a  number  of  suggestions  for  constraining  growth  in  health  care 
costs  and  assuring  the  delivery  of  quality  care.  The  Commission's  emphasis  on  man- 
aged care  is  consistent  with  HIAA's  commitment  to  and  belief  in  private  sector 
managed  care  efforts.  Further,  we  applaud  initiatives  aimed  at  establishing  better 
medical  practice  guidelines  and  standards  of  care,  and  the  study  and  demonstrations 
on  medical  malpractice  reform. 

Finally,  like  the  Commission  and  a  number  of  other  efforts  underway  seeking  to 
develop  solutions  to  the  specific  problems  of  the  small  employer  health  benefit 
market,  we  strongly  support  fundamental  reforms  in  that  market.  In  this  regard,  we 
support  many  of  the  underljdng  concepts  included  in  the  Commission's  recommen- 
dations. This  includes  support  for  the  establishment  of  a  reinsurance  organization 
and  the  general  directions  taken  to  assure  access  to  and  continuity  of  coverage  for 
small  employers  and  their  employees.  We  believe,  however,  that  some  of  the  specif- 
ics of  this  issue  can  be  better  addressed  by  the  HIAA  proposals.  At  this  point,  let  me 
enumerate  the  small  employer  insurance  reforms  the  HIAA  Board  of  the  Directors 
reaffirmed  at  its  last  meeting  in  February. 

Under  the  HIAA  plan: 

1.  No  employer  with  fewer  than  25  employees  seeking  health  insurance  will  be 
denied  coverage  even  if  one  or  more  employees  might  be  in  bad  health  or  otherwise 
uninsurable  in  today's  world; 

2.  Once  insured,  neither  the  group  nor  an  individual  in  the  group  may  be  denied 
continued  coverage  because  of  the  deterioration  of  the  health  of  either  the  group  or 
the  individual; 

3.  No  group  would  pay  more  than  50  percent  more  than  the  average  cost  of  simi- 
lar groups  for  basic  coverage; 

4.  A  limit  would  be  placed  on  the  rate  of  year-to-year  premium  increases  relative 
to  other  groups  insured  by  the  same  carrier,  as  well  as  how  much  a  carrier's  overall 
rates  vary  among  similar  groups; 

5.  Coverage  would  not  be  denied  nor  new  preexisting  condition  restrictions  ap- 
plied to  any  individual  changing  jobs  or  groups  changing  carriers; 

6.  A  privately  funded  and  administered  reinsurance  organization  would  be  estab- 
lished so  insurers  could  reinsure  high  risk  persons.  (Those  individuals,  however, 
would  be  treated  in  all  ways  like  every  other  employee  by  the  insuring  carrier.); 

7.  Medical  underwriting  would  be  allowed  only  for  the  purpose  of  determining 
risk,  i.e.,  so  the  insurer  can  tell  who  it  wants  to  reinsure,  not  for  purposes  of  deny- 
ing coverage. 

These  small  employer  reforms,  when  joined  with  the  existing  HIAA  proposal  to- 
expand  access  to  health  coverage,  provide  sound  and  reasoned  steps  toward  resolv- 
ing the  problem.  By  targeting  and  designing  reforms  to  meet  the  needs  of  specific 
subpopulations  of  the  uninsured,  we  think  we've  provided  a  realistic  blueprint  for 
change  without  yielding  to  the  ill-advised  temptation  to  scrap  the  whole  system.  The 
rest  of  the  HIAA  plan  provides: 

Additional  tax  assistance: 

Help  small  businesses  afford  coverage  by  extending  to  the  self-employed  the  100 
percent  tax  deduction  available  to  other  employers  (as  long  as  they  provide  equal 
coverage  for  their  employees). 

Target  new  tax  subsidies  to  financially  vulnerable  groups.  Subsidies  could  be  di- 
rected at  financially  fragile  employers  and  low  income  individuals. 

Restoring  the  Original  Promise  of  Medicaid  to: 

Cover  all  those  below  the  Federal  poverty  level,  regardless  of  family  structure, 
age  or  employment  status.  (Welfare  categorical  restrictions  need  to  be  eliminated.) 

Extend  the  "spend  down"  program  to  all  States  so  no  American  is  impoverished 
by  medical  expenses. 

Allow  low-income  individuals  above  the  poverty  level  to  "buy  into"  an  income-re- 
lated package  of  primary  and  preventive  care. 

Establish  an  optional  "buy-out"  program  for  those  Medicaid-eligible  people  who 
are  working,  allowing  States  to  reduce  government  costs  by  paying  the  employee 
share  of  available  employer  group  insurance  and  to  provide  transition  coverage  for 
those  coming  off  Medicaid. 

HIAA  believes  that  improved  access  largely  depends  on  reducing  the  rate  of  in- 
crease in  health  care  costs  while  maintaining  quality  care  and  has  developed  specif- 
ic recommendations.  Attached  to  this  statement  is  a  an  Executive  Summary  of  a 
report  approved  by  the  Board  of  Directors  of  the  HIAA  at  its  February,  1990  meet- 
ing entitled,  "The  Health  Insurance  Industry  Strategy  for  Containing  Health  Care 
Costs." 

As  I  noted  on  the  outset,  we  applaud  the  efforts  of  the  Pepper  Commission  and 
support  a  good  many  of  its  recommendations.  The  extent  to  which  there  is  common 
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ground  between  the  commission  and  the  insurance  industry  should  not  go  unnoticed 
and  should  be  used  constructively  to  both  move  forward  on  our  points  of  agreement 
and  stimulate  dialogue  where  we  differ.  I  would  be  remiss  if  I  didn't  point  out  to  the 
subcommittees  those  areas  where  we  think  the  Commission  took  a  wrong  turn  in 
the  road.  The  Commission's  reliance  on  a  "play  or  pay"  approach  to  access,  that  is, 
in  essence  an  employer  mandate,  is  something  we  strongly  oppose. 

With  our  recommended  market  changes  in  place,  the  small  employer  will  stand  to 
benefit  greatly  from  our  rapidly  evolving  cost  management  capacity.  These  reforms 
will  encourage  competition  based  on  efficiency  rather  than  just  selection.  Competi- 
tors would  no  longer  be  allowed  to  draw  business  away  from,  more  efficient  health 
benefit  plans  by  offering  temporarily  low  prices  that  skyrocket  once  an  employee 
gets  sick.  Insurers  that  reduce  inefficient  administrative  costs  and  that  offer  cost 
effective  financing  systems  and  delivery  networks  will  gain  a  larger  share  of  what  is 
an  extremely  price-sensitive  market. 

There  are  further  steps  that  Congress  should  take  now  to  assist  small  employers 
with  the  high  cost  of  health  care. 

The  existing  preemption  of  State  mandatory  benefit  laws  that  currently  applies  to 
self-insured  employee  health  plans  should  be  extended  to  insured  plans.  There  are 
more  than  700  different  State  mandated  benefit  laws  nationwide,  ranging  from  acu- 
puncture and  Chinese  medicine  to  pastoral  counseling  and  mental  health  benefits, 
from  wigs  to  in  vitro  fertilization.  The  cumulative  effect  is  a  hodgepodge  of  State 
laws  that  increase  the  cost  of  health  insurance  particularly  to  small  employers  who 
are  most  in  need  of  relief  from  the  high  cost  of  health  care.  Employers  should  not  be 
forced  to  choose  between  a  "Cadillac"  plan  and  none  at  all.  Rather  they  should  be 
allowed  maximum  plan  design  and  flexibility  to  tailor  a  plan  to  their  needs. 

We  believe  that  scarce  public  funds  and  assistance  should  go  first  and  foremost  to 
the  needy,  in  the  manner  I  indicated  earlier  in  my  testimony.  The  Commission's  rec- 
ommendation on  access  unnecessarily  makes  the  proposed  public  plan  available  on 
a  very  broad  scale. 

Because  of  the  public  plan,  it  is  our  view  that  the  Commission's  blueprint  would 
very  likely  lead  to  costly  substitution  of  public  coverage  for  existing  private  cover- 
age. Put  another  way,  we  think  it  is  reasonable  to  expect  employers  in  high  cost 
regions  and  higher  cost  employers  in  general  to  disproportionately  buy  into  the 
public  plan.  As  members  of  the  subcommittees  may  know,  under  the  public  plan  the 
employer's  costs  are  capped  at  a  defined  percentage  of  payroll. 

For  employers  buying  into  the  public  plan,  the  vital  link  between  the  cost  of  cov- 
erage and  the  true  health  care  costs  incurred  by  the  employer  would  be  severed. 
Moreover,  we  believe  there  would  be  a  concentration  of  high  risk  that  would  lead  to 
large  public  sector  losses  which  would  have  to  be  absorbed  by  additional  public  fi- 
nancing through  increased  taxes. 

We  are  also  concerned  that  employers  who  locate  in  regions  with  lower  health 
care  costs  would  wind  up  cross  subsidizing,  through  public  funds,  those  employers  in 
high  cost  regions  that  have  opted  into  the  public  plan. 

Finally,  it  should  not  be  overlooked  that  the  Commission  proposes  to  utilize  Medi- 
care reimbursement  rates  for  the  public  plan.  We  already  have  today  a  major  cost- 
shift  from  Medicare  and  Medicaid  to  private  payors  due  to  artificially  low  govern- 
ment reimbursement  rates.  This  cost-shift  has  been  an  important  factor  in  driving 
up  the  cost  of  employer  coverage.  The  Commission  recommendation  would  expand 
greatly  the  use  of  inadequate  reimbursements  for  health  care  expenses,  perhaps 
from  30  million  to  100  million  Americans.  The  resulting  cost-shift  would  create  an 
unacceptable  and  economically  impossible  burden  for  participants  in  the  private 
health  care  system. 

While  we  support  the  general  direction  and  concepts  being  taken  regarding  small 
employer  market  reform,  we  are  troubled  by  what  we  know  of  some  of  the  compo- 
nents, particularly  the  specific  requirement  that  coverage  be  sold  on  "the  same 
terms  to  all."  This  implies  a  crude  form  of  community  rating  which  we  believe  is 
highly  flawed.  There  are  several  reasons  for  this  concern. 

One,  "community  rating"  as  proposed  by  the  Commission,  could  lead  to  more  em- 
ployers paying  higher  premiums  than  they  do  now. 

Two,  making  coverage  more  costly  for  small  employers  may  well  cause  such  em- 
ployers to  drop  coverage. 

Three,  "Community  Rating"  implies  a  one  size  fits  all  approach  to  rating  when 
common  sense  tells  us  that  different  groups  do  indeed  present  different  health  risks. 

Four,  it  entirely  breaks  the  linkage  between  an  employers'  true  health  care  costs 
and  the  premiums  which  employers  pay.  This  lessens  an  employer's  incentive  both 
to  seek  out  more  efficient  financing  and  delivery  systems. 
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In  recent  years,  many  have  contended  that  a  nationahzed  health  system  has  the 
support  of  business  and  is  an  inevitable  reality.  A  recently  released  survey  conduct- 
ed^by  the  Roper  Organization  Inc.  found  that  94  percent  of  the  Nation's  leading  ex- 
ecutiyes  oppose  national  health  insurance  as  a  solution  for  the  country's  escalating 
health  care  financing  crisis.  The  survey's  findings  are  based  upon  100  interviews 
conducted  by  the  Roper  organization  in  January  1990  with  chief  executive  officers, 
chief  operating  officers,  chief  financial  officers  and  other  senior  executives  from  For- 
tune 500  and  Service  500  companies. 

Your  subcommittees,  other  committees  of  the  House  and  Senate  as  well  as  the 
administration  will  continue  to  focus  on  ways  to  assure  access  to  health  for  all 
Americans.  We  think  the  public /private  basis  of  our  industry's  plan — small  group 
market  reforms,  targeted  tax  incentives  and  subsidies  to  those  most  in  need,  exten- 
sion of  the  ERISA  preemption  to  self -insureds,  increased  use  of  managed  care  struc- 
tures and  techniques  and  reform  and  expansion  of  Medicaid — offers  a  workable  and 
cost-effective  solution  that  can  be  achieved  without  destroying  our  employer-based 
system  and  without  resorting  to  grand  scale  reform  that  will  do  more  to  polarize  the 
political  debate  than  help  achieve  progress. 

Chairman  Waxman  and  Chairman  Walgren,  the  Pepper  Commission  also  issued  a 
number  of  recommendations  on  long-term  care.  Before  commenting  on  those  recom- 
mendations, I  would  like  to  set  out  the  Health  Insurance  Association  of  America's 
overall  position  on  financing  of  long-term  care. 

While  there  is  increasing  public  awareness  that  coverage  for  long-term  care  costs 
are  not  provided  by  Medicare  or  Medicare  supplemental  insurance  policies,  our 
country  is  only  beginning  to  grapple  with  the  many  facets  of  finding  an  outlet  to 
pay  for  prolonged  health  and  custodial  services  by  a  growing  elderly  population.  The 
statistics  speak  clearly: 

The  lifetime  risk  of  entering  a  nursing  home  is  at  around  40  percent;  it  is  almost 
50  percent  for  women. 

When  an  elderly  person  spends  more  than  $2,000  per  year  out-of-pocket  on  health 
care,  80  percent  of  that  is  spent  on  nursing  home  care. 

New  estimates  peg  the  yearly  cost  of  nursing  home  care  at  an  average  of  $37,000. 

About  9  million  people  will  require  long-term  care  by  the  turn  of  the  century. 
Most  will  not  use  nursing  home  care.  Currently  about  70  percent  of  the  elderly  re- 
ceive all  their  care  in  their  homes  from  family  members  and  friends.  Another  30 
percent  also  receive  some  type  of  paid  assistance. 

Providing  long-term  care  is  more  than  a  matter  of  financing  it.  Long-term  care 
delivery  systems  are  fragmented  and  piecemeal.  In  many  cases  where  a  nursing 
home  placement  is  not  desirable,  it  is  often  the  only  choice  when  other  forms  of 
long-term  care  assistance  such  as  home  health  aides,  adult  day  care  and  respite  help 
simply  do  not  exist. 

A  recent  national  survey  conducted  by  the  University  of  Maryland's  Center  on 
Aging  found  surprising  willingness  by  the  public  to  purchase  a  long-term  care  plan 
if  it  met  their  long  term  nursing  home  and  home  health  care  needs.  Overall,  over 
one-half  of  those  surveyed  indicated  they  would  pay  $100  a  month  for  such  a  plan. 
At  age  65,  this  $100  would  buy  5  years  worth  of  nursing  home  coverage  at  $36,000  a 
year  or  10  years  of  at-home-care  at  around  $18,00  a  year.  In  addition,  two-thirds  of 
full-time  workers  said  they  would  be  more  than  willing  to  purchase  a  policy  if  it 
were  offered  by  their  employer,  even  if  the  employee  had  to  pay  all  or  some  of  the 
premium. 

The  long-term  care  insurance  market  is  developing  rapidly,  as  evidenced  by  the 
number  of  companies  developing  products,  the  number  of  individuals  covered  and 
the  variety  of  products  being  developed.  There  are  now  over  100  companies  selling 
long-term  care  products,  and  almost  all  of  this  growth  is  since  1985.  Today,  over  1.3 
million  persons  have  purchased  a  long-term  care  plan.  Coverage  is  available 
through  the  individual  and  employer  market,  in  conjunction  with  life  insurance, 
and  as  a  member  of  a  retirement  community. 

More  important,  the  products  themselves  are  changing.  The  earlier  products 
tended  to  be  more  limited.  For  instance,  they  covered  only  stays  in  a  nursing  home 
and  then  only  following  a  hospital  stay.  But  virtually  all  the  newer  products  offer 
coverage  of  nursing  home  and  home  health  care,  without  institutional  gatekeeping 
mechanisms  like  prior  hospitalization.  Instead,  benefits  are  often  triggered  based  on 
the  need  for  assistance  in  personal  care  functions  such  as  eating,  walking  and  dress- 
ing. In  addition,  they  provide  inflation  protection  against  future  long-term  care  cost 
increases.  We  will  see  a  continued  trend  toward  more  comprehensive  and  improved 
benefit  provisions  as  the  market  place  grows  and  continues  to  respond  to  consumer 
needs. 
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We  strongly  believe  that  the  government's  role  in  financing  long-term  care  should 
be  targeted  to  those  who  are  in  the  greatest  need.  For  this  reason,  we  are  troubled 
by  the  Commission  recommendation  that  the  3  month  "front  end"  nursing  home 
care  is  available  to  nursing  home  users  without  regard  to  income  or  ability  to  pay. 
In  our  estimation,  scarce  Federal  resources  should  be  carefully  targeted  to  those 
most  in  need.  Those  who  can  afford  to  protect  themselves  should  be  encouraged  to 
do  so. 

We  endorse  the  Commission's  recommendations  that  would  encourage  the  devel- 
opment of  private  long-term  care  insurance  through  clarification  of  the  tax  code. 
The  HIAA  supports  actions  that  include: 

Giving  long-term  care  insurance  the  same  tax  status  as  health  insurance  with 
regard  to  the  treatment  of  premiums  paid  and  benefits  received  under  individual 
and  group  contracts. 

Promoting  employer  sponsorship  of  long-term  care  insurance  as  an  employee  ben- 
efit by  removing  restrictions  that  inhibit  prefunding  of  retiree  benefits  and  by  per- 
mitting long-term  care  insurance  as  a  cafeteria  plan  benefit,  and 

Permitting  a  variety  of  existing  asset  accumulation  vehicles,  such  as  pension 
plans  and  life  insurance,  to  be  modified  to  include  long-term  care  options. 

The  current  system  for  financing  long-term  care  is  clearly  unacceptable.  Instead 
of  pooling  risks,  it  places  each  household  on  its  own  and  Medicaid  becomes  the 
payor  of  last  resort  when  household  resources  are  depleted.  This  system,  combining 
out-of-pocket  outlays  and  welfare,  features  remediation  and  relief  when  prevention 
and  planning  would  be  preferable. 

As  indicated  previously,  the  government  should  target  its  limited  resources  to 
assist  those  who  can  least  afford  such  protection.  Private  insurance  products  are  not 
designed  for,  nor  do  they  lend  themselves  as  financing  vehicles,  for  people  who  are 
already  quite  old,  disabled,  or  poor.  Providing  care  for  this  population  should  be  the 
objective  of  the  public  sector,  and  reforms  are  needed  to  improve  the  government's 
ability  to  act  as  a  responsible  safety  net  for  those  who  must  rely  on  it. 

By  embarking  on  a  highly  prescriptive  national  long-term  care  program,  the 
Pepper  Commission  fails  to  build  on  the  achievements  already  reached  by  the  pri- 
vate sector.  But  more  disturbingly,  the  recommendations  would  create  a  new  Feder- 
al/State program  at  a  cost  of  $42.8  billion  per  year  when  fully  implemented.  The 
size  of  the  Federal  deficit  and  the  national  debt  are  staggering  reminders  that  Fed- 
eral funds  should  be  carefully  targeted.  The  Pepper  Commission's  recommendations 
fail  to  meet  this  sensible  criteria. 

By  working  together,  we  can  solve  these  difficult  problems.  You  have  our  pledge 
and  commitment  to  work  with  you  in  whatever  way  we  can. 

Thank  you. 

The  Health  Insurance  Industry  Strategy  for  Containing  Health  Care  Costs 

This  report  is  the  product  of  an  effort  initiated  by  the  Board  of  Directors  of  the 
Health  Insurance  Association  of  America  in  1988  to  analyze  the  causes  of  health 
care  cost  escalation  and  to  devise  a  comprehensive  set  of  policies  that  the  insurance 
industry  could  support  to  address  this  problem.  The  priority  assigned  to  the  cost 
issue  reflects  the  Board's  view  of  the  importance  of  this  issue  in  its  own  right.  But  it 
also  reflects  the  Board's  recognition  of  the  close  relationship  between  the  cost  prob- 
lem and  the  access  problem:  the  industry  understands  that  our  recommendations 
for  providing  health  coverage  for  the  large  number  of  people  who  are  uncovered  will 
be  difficult  to  implement  unless  substantial  progress  is  made  in  controlling  cost  in- 
creases. 

Because  of  the  important  nature  of  this  subject,  the  Board  determined  that  the 
industry  position  on  this  issue  should  be  the  product  of  deliberations  by  a  task  force 
composed  of  senior  company  officers.  The  task  force  was  assisted  by  a  technical  ad- 
visory committee  of  high-level  group  officers.  This  report  is  the  culmination  of  work 
that  began  in  August  of  1988  and  extended  through  early  1990.  The  report  evolved 
from  meetings  and  deliberations  that  occurred  virtually  monthly  throughout  that 
period. 

The  conclusions  drawn  in  the  report  are  based  on  a  thorough  study  of  the  health 
care  cost  problem.  HIAA  commissioned  a  number  of  independent  research  projects 
and  reports  to  provide  the  task  force  and  its  technical  advisory  committee  with  in- 
formation that  would  help  them  make  sound  and  defensible  decisions  about  how  to 
solve  this  difficult  problem.  The  first  of  these  was  a  history  of  health  care  cost  con- 
tainment efforts  in  the  United  States.  (This  monograph  is  available  from  HIAA  as  a 
separate  document.)  Other  topics  addressed  in  these  special  studies  include  the  cycli- 
cal behavior  of  insurance  premiums,  an  analysis  of  claims  experience  to  determine 
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major  areas  of  cost  increases,  a  study  of  "cost  shifting"  related  to  Medicare's  pro- 
spective payment  system,  research  on  the  costs  of  State  mandated  benefits,  an  anal- 
ysis of  the  potential  effect  of  Medicare's  adoption  of  relative  value  scales  for  physi- 
cian reimbursement,  a  review  of  the  implications  of  Medicare  physician  expenditure 
targets  for  private  insurers  and  managed  care,  and  an  analysis  of  medical  malprac- 
tice. 

No  single  document  can  fully  represent  the  full  range  of  views  of  all  the  private 
health  insurers.  What  we  present  here  is  the  consensus  that  was  endorsed  by  the 
Board  of  the  Health  Insurance  Association  of  America  on  February  20,  1990,  as  the 
industry  perspective  on  the  cost  containment  issue.  The  recommendations  of  the 
report  are,  of  course,  not  binding  on  any  member  of  HIAA,  and  each  company  is 
free  to  formulate  its  own  policy  on  the  issues  addressed  in  the  report. 

Insurers  recognize  that  the  rate  of  escalation  of  hec  'th  care  costs  has  to  be  re- 
duced. The  increases  of  the  recent  past  are  not  acceptable  to  our  clients,  the  employ- 
ers and  employees  of  America  and  the  purchasers  of  individual  coverage,  and  they 
are  not  acceptable  to  us.  As  a  country,  we  should  not  have  to  spend  an  ever-larger 
proportion  of  our  productive  resources  to  meet  the  health  care  needs  of  our  Nation's 
population.  Moreover,  unless  we  find  a  way  to  control  health  care  costs,  it  will  be 
very  difficult  to  provide  access  to  medical  services  for  the  more  than  30  million 
Americans  lacking  health  care  coverage. 

We  believe  that  it  is  possible  to  reduce  the  rate  of  increase  in  medical  expendi- 
tures, but  the  task  will  not  be  easy.  There  is  no  simple  solution.  Solutions  that  can 
work  will  require  changes  in  fundamental  attitudes  and  expectations  that  both  pro- 
viders and  consumers  bring  to  the  health  care  system.  Physicians  and  other  provid- 
ers must  be  prepared  to  alter  their  styles  of  practice,  using  the  best  of  medical  re- 
search and  knowledge  as  compiled  by  medical  experts  as  a  guide  for  determining 
the  range  of  acceptable  practice.  Consumers  have  to  be  prepared  to  accept  the  reali- 
ty that  when  they  choose  to  utilize  more  services  and  more  expensive  services,  they 
must  pay  more.  They  have  to  realize  that  choices  have  to  be  made  within  con- 
straints. Cost  containment  cannot  be  achieved  if  the  delivery  and  financing  system 
places  no  constraints  on  providers  or  consumers,  imposes  no  penalty  for  unnecessar- 
ily costly  use  of  medical  resources,  and  provides  no  reward  for  making  efficient 
choices. 

There  is  much  room  to  make  medical  delivery  more  efficient,  since  the  evidence 
shows  that  many  services  that  patients  receive  have  no  significant  medical  benefit 
and  may,  in  some  instances,  be  harmful.  But  to  accomplish  that  objective  will  re- 
quire both  consumers  and  providers  to  change  their  behavior  in  ways  that  may  not 
always  be  easy  to  accept.  The  outcome,  however,  will  be  more  than  cost  contain- 
ment; it  will  be  better  quality  care.  Patients  will  get  the  kind  of  care  that  is  appro- 
priate for  their  situation,  neither  more  nor  less  than  they  need. 

The  health  care  system  we  envision  for  the  future  will  be  different,  but  the 
change  will  be  an  evolution,  not  a  revolution.  Americans  are  not  prepared  to  throw 
out  our  mixed  public-private  insurance  system,  a  system  that  has  worked  well  for 
most  Americans,  and  replace  it  with  a  highly  centralized,  unproven  governmental 
system.  A  privately  based  insurance  system  encourages  innovation  and  provides  a 
degree  of  flexibility  and  responsiveness  that  no  single  centralized  government 
system  can  provide.  Yet  our  present  system  has  major  problems  that  demand  solu- 
tion. 

We  believe  that  the  path  to  that  solution  can  be  found  through  increased  develop- 
ment of  managed  care  delivery  systems.  The  present  delivery  system  is  composed  of 
a  host  of  providers,  working  more  or  less  independently  and  without  many  formal 
mechanisms  for  coordinating  the  delivery  of  care.  Such  an  arrangement  is  not  effi- 
cient and  not  best  for  the  patient.  It  leaves  no  one  in  charge  of  managing  the  pa- 
tient's care.  Moreover,  because  the  predominant  fee  for  service  reimbursement 
system  rewards  providers  in  proportion  to  the  amount  of  services  they  prescribe,  the 
economic  incentives  encourage  expensive  patterns  of  medical  practice.  Without  mon- 
itoring, oversight,  or  constraints,  such  an  arrangement  is  bound  to  produce  high-cost 
care. 

Because  it  is  an  evolving  concept,  there  is  no  single  definition  of  managed  care. 
Most  insurers  involved  in  implementing  managed  care  systems  would  agree  that 
they  draw  from  the  following  features:  rigorous  utilization  review;  monitoring  and 
analysis  of  medical  practice  patterns;  utilization  of  primary  care  physicians  and  per- 
haps other  caregivers  as  patient  case  managers;  channeling  patients  to  high  quality, 
efficient  providers;  quality  assurance  programs;  and  reimbursement  systems  which 
make  physicians  financially  accountable  for  the  cost  and  quality  of  medical  services. 
The  underlying  principle  is  that  someone  is  responsible  for  managing  and  integrat- 
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ing  the  whole  range  of  services  the  patient  needs.  The  fundamental  objective  is  to 
assure  that  services  are  appropriate  and  are  provided  efficiently. 

Although  inadequate  management  of  patient  care  is  a  major  cause  of  cost  escala- 
tion, continued  progress  in  implementing  managed  care  depends  upon  other  changes 
as  well.  Better  mechanisms  arc  required  to  assess  new  technologies,  not  only  for 
their  medical  efficacy  but  also  for  their  cost  effectiveness.  Medical  knowledge  needs 
to  reach  the  stage  where  there  is  broad  agreement  on  what  constitutes  the  range  of 
acceptable  medical  practice  for  various  conditions.  In  other  words,  society  needs  to 
make  an  investment  in  technology  assessment  and  in  the  development  of  practice 
guidelines  and  medical  protocols.  Public  policies  that  influence  the  supply  of  medi- 
cal practitioners  and  facilities  need  to  be  designed  to  assure  that  the  supply  is 
matched  to  need.  Government  policies  at  both  the  State  and  Federal  level  need  to 
encourage  rather  than  thwart  experimentation  with  managed  care  arrangements, 
since  flexibility  is  required  if  this  new  method  of  organizing  and  delivering  care  is 
to  realize  its  potential. 

The  recommendations  which  make  up  the  bulk  of  this  report  are  designed  to 
reduce  health  care  cost  increases  by  promoting  the  changes  just  described.  The  first 
set  of  policies  are  those  which  insurers  can  initiate.  They  involve  the  following 
groups  of  activities: 

Constructing  mechanisms  for  channeling  patients  to  efficient  providers — by  devel- 
oping and  marketing  cost-effective  alternative  reimbursement  and  delivery  arrange- 
ments. 

Improving  the  productivity  and  efficiency  of  providers  by  identifying  and  encour- 
aging providers  to  adopt  appropriate  and  efficient  methods  for  delivering  care  under 
specific  circumstances — that  is,  by  promoting  the  use  of  practice  guidelines  and  by 
improving  technology  assessment  processes. 

Promoting  the  use  of  economic  incentives  for  consumers  to  be  cost  conscious  in 
making  choices  to  utilize  medical  services  and  in  selecting  providers. 

Promoting  efforts  to  improve  the  general  health  status  of  the  population  through 
support  for  wellness  programs,  illness  prevention  activities  and  consumer  education 
efforts. 

The  second  set  of  policies  are  those  which  require  government  action.  They  in- 
volve policies  to  ease  the  way  for  the  development  of  managed  care  systems,  policies 
to  match  supplies  of  medical  resources  with  needs,  changes  to  reduce  the  occurrence 
of  malpractice  and  to  reform  the  malpractice  liability  system,  and  activities  related 
to  data  collection  and  analysis. 

No  one  can  claim  with  certainty  that  health  care  costs  can  be  brought  under  con- 
trol by  any  particular  set  of  actions,  but  we  in  the  insurance  industry  are  confident 
that  the  actions  outlined  in  this  report  can  do  much  to  solve  the  cost  problem.  We 
hope  that  others  concerned  with  the  health  cost  problem  will  find  our  analysis  and 
recommendations  useful  in  developing  solutions.  The  recommendations  follow. 

Actions  That  Can  Be  Initiated  by  Insurers 

I.  Managed  Care— Channeling  Patients  to  Efficient  High-Quality  Providers 
I.A. — Based  on  existing  knowledge  regarding  the  characteristics  of  effective  man- 
aged care  systems,  insurers  should  continue  to  develop,  implement  and  aggressively 
market  systems  of  managed  care  that  provide  high-quality,  cost-effective  care. 

Managed  care  incorporates  some  or  all  of  the  following  features:  rigorous  utiliza- 
tion review  for  both  inpatient  and  outpatient  services,  quality  assurance  programs, 
mechanisms  for  monitoring  and  modifying  physician  practice  patterns,  case  man- 
agement, reemphasis  on  the  role  of  primary  care  physicians  and  on  the  cognitive 
aspects  of  medicine,  channeling  patients  to  efficient  providers,  discharge  planning, 
and  provider  reimbursement  system.s  which  provide  physicians  and  other  providers 
with  economic  incentives  that  make  them  accountable  for  the  costs  and  quality  of 
patient  care. 

I.B.— HIAA  intends  to  conduct  and  support  research  to  determine  the  particular 
structural  characteristics  of  managed  care  systems  or  particular  conditions  of  the 
markets  within  which  they  operate  that  distinguish  the  systems  that  are  most  suc- 
cessful in  containing  costs  and  ensuring  quality. 

I.e.— To  the  extent  permitted  by  law,  insurers  should  expand  efforts  already  un- 
derway to  develop  coalitions  within  local  market  areas  to  enhance  the  capacity  of 
insurers  and  their  employer-customers  to  implement  effective  utilization  review,  pro- 
grams, to  bargain  with  providers,  and  to  establish  provider  networks  that  incorpo- 
rate negotiated  fee  schedules,  capitated  systems,  or  other  innovative  payment  ar- 
rangements. 

I.D.— To  encourage  quality  services  and  to  avoid  unnecessary  duplication  of  ex- 
pensive facilities,  insurers  should  encourage  their  clients  to  elect  benefit  packages 
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which  reimburse  non-hospital  ambulatory  surgery  services  and  diagnostic  and  labo- 
ratory services  only  when  provided  by  a  facility  that  has  been  accredited  by  an  ap- 
propriate accrediting  entity. 

To  facilitate  this  process,  HIAA  intends  to  renew  efforts  to  provide  an  on-going 
inventory  of  all  agencies  which  do  accreditation  of  various  kinds  of  health  providers. 
In  addition  to  identifying  the  accrediting  agencies,  the  inventory  will  describe  the 
agencies'  functions,  the  source  of  their  authority  and  the  categories  of  providers 
they  review  and  accredit. 

I.E. — As  part  of  the  effort  to  assure  physician  competency,  HIAA,  in  cooperation 
with  the  American  Medical  Association  and  State  licensing  boards,  intends  to  sup- 
port research  to  determine  whether  there  are  practical  ways  to  use  insurer  claims 
files  to  aid  in  identifying  incompetent  and  impaired  physicians. 

I.F. — As  they  continue  efforts  to  address  the  problems  of  fraud  and  abuse,  insur- 
ers should  consider: 

Increasing  efforts  to  educate  employers  and  insured  persons  so  that  they  under- 
stand the  costs  they  bear  as  a  result  of  fraud  and  abuse  and  are  more  alert  to  de- 
tecting and  reporting  incidents  of  fraud  and  abuse. 

Establishing  antifraud  units  and  develop  specific  plans  for  combatting  fraud,  in- 
cluding fraudulent  acts  by  providers,  insureds  and  carrier  employees. 

Implementing  claims  monitoring  systems  to  detect  abusive  billing  practices,  such 
as  inappropriate  unbundling  of  provider  services. 

Supporting  passage  of  stronger  State  legislation,  where  necessary,  to  explicitly 
ban  private  insurance  fraud. 

I.  G. — Consistent  with  recently  passed  Medicare  legislation,  employers  should  con- 
sider altering  the  benefit  provisions  in  their  health  insurance  contracts  to  prevent 
any  facility  from  being  reimbursed  for  services  provided  by  that  facility  on  referral 
from  a  physician  who  has  a  substantial  financial  interest  in  the  facility.  (Referrals 
within  a  clinic  should  be  permitted.  Exceptions  also  should  be  permitted  in  cases 
where  application  of  the  prohibition  would  severely  reduce  access  to  services.) 

II.  — Practice  Protocols  and  Guidelines,  Effectiveness  Research  and  Technology  As- 
sessment 

II.A. — The  insurance  industry  intends  to  make  a  vigorous  effort  to  promote  and 
participate  in  the  development,  dissemination  and  use  of  outcome-based  medical 
practice  guidelines  and  protocols  as  a  means  for  improving  both  the  efficiency  and 
quality  of  patient  care.  Guidelines  and  protocols  should  be  developed  with  the  par- 
ticipation of  the  physician  community  and  must  be  based  on  rigorous  scientific 
methodology. 

The  insurance  industry  intends  to  take  a  leadership  role  in  working  with  interest- 
ed parties,  insurers  and  others,  to  establish  a  systematic  and  ongoing  process  for  de- 
veloping outcome-based  guidelines  and  protocols. 

HIAA  also  supports  Federal  Government  activity  in  these  areas  so  long  as  the 
actual  development  is  done  by  nongovernmental  entities. 

II.B. — A  mechanism  should  be  developed  to  grant  certification  of  medical  efficacy 
and  cost-effectiveness  to  newly  developed  procedures,  technologies  and  equipment 
before  they  become  part  of  common  medical  practice.  The  assessment  should  specify 
the  clinical  conditions  under  which  the  technology  or  procedure  is  determined  to  be 
cost-effective. 

The  burden  of  proof  and  the  cost  of  demonstrating  efficacy  and  cost-effectiveness 
should  fall  upon  those  proposing  the  new  procedure  or  technology.  This  mechanism 
should  be  supported  by  employers,  labor  groups  and  payers  (including  Blue  Cross 
and  Blue  Shield  and  Medicare  and  Medicaid)  who  have  an  interest  in  assuring  that 
proposed  new  technologies  are  medically  and  economically  justified. 

HIAA  intends  to  take  the  lead  in  bringing  together  other  potential  supporters  for 
the  purpose  of  establishing  such  an  entity. 

II.  C. — Until  a  mechanism  can  be  developed  for  systematically  assessing  new  tech- 
nologies (as  articulated  in  the  previous  recommendation),  HIAA  intends  to  aggres- 
sively extend  the  level  of  activities  of  the  HIAA  Medical  Practice  Assessment  Unit 
in  examining  new  and  existing  technologies  and  medical  procedures.  Appropriate 
techniques  include  convening  panels  to  determine  the  circumstances  under  which 
the  application  of  a  specific  technology  or  procedure  is  medically  appropriate  and 
cost-effective. 

III.  — Wellness,  Illness  Prevention  and  Education 

III. A. — HIAA  intends  to  support  a  systematic  effort  to  gather,  analyze  and  put 
into  an  accessible  form  the  scientifically  valid  evidence  on  the  cost-effectiveness  of 
wellness  programs. 
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III. B.— Insurers  should  develop  and  encourage  employers  to  purchase  benefit 
packages  that  cover  preventive  services  of  proven  cost-effectiveness  and  reduce  fi- 
nancial disincentives  to  use  these  services. 

HIAA  intends  to  take  the  lead  in  identifying,  collecting  and  disseminating  effec- 
tive educational  materials  and  means  for  communicating  the  information  about  the 
importance  of  these  services  in  order  to  encourage  consumers  to  take  advantage  of 
the  coverage.  The  materials  need  to  create  reasonable  expectations  about  what  med- 
ical intervention  can  accomplish  and  to  make  consumers  recognize  that  their  own 
behavioral  choices  have  an  important  effect  on  their  health  status. 

III.  C— HIAA  intends  to  take  the  lead  in  identifying,  collecting  and  disseminating 
effective  educational  materials  and  means  for  communicating  the  information  to 
help  consumers  understand  how  the  health  care  system  works  and  how  they  can 
most  effectively  use  its  services. 

IV.  — Consumer  Cost-Sharing:  Coinsurance,  Copayments,  Deductibles,  Out-of- 
Pocket  Maximums  and  Premium  Shares 

IV.A.— To  enhance  consumer  cost  consciousness  and  reduce  utilization  of  medical- 
ly ineffective  or  marginally  effective  services,  insurers  should  encourage  their  cli- 
ents— employers,  unions  and  other  group  purchasers  to  choose  benefit  packages  that 
include  substantial  consumer  cost-sharing — coinsurance,  copayments,  deductibles 
and  out-of-pocket  maximums.  (Different  levels  of  cost-sharing  may  be  appropriate 
for  managed  and  unmanaged  plans.) 

IV.  B. — Insurers  should  encourage  their  customers  to  structure  employer/employ- 
ee sharing  of  health  insurance  premium  payments  so  that  employees  who  choose 
more  expensive  benefit  structures  bear  the  cost  of  that  choice. 

V.  — Data  and  Other  Research 

V.A. — To  improve  the  quality  of  information  available  to  HIAA  to  develop  policy 
positions,  HIAA  intends  to  establish  a  data  base,  based  on  claims  information  sup- 
plied by  member  companies,  which  will  give  HIAA  sufficient  data  to  be  able  to  un- 
derstand and  analyze  industry  changes  in  experience  over  time  with  respect  to  utili- 
zation and  cost  for  various  categories  of  services  and  provider  groups.  The  publica- 
tion of  any  data  will  be  at  the  national  and/ or  regional  level  of  aggregation  to  pre- 
vent disclosure  of  information  regarding  individual  companies. 

HIAA  intends  to  begin  immediately  a  process  for  identifying  data  elements  to  be 
collected  to  provide  the  needed  information. 

V.B. — HIAA  intends  to  take  the  initiative  in  defining  a  uniform  set  of  data  ele- 
ments which  would  be  appropriate  for  States  with  health  care  data  collection  agen- 
cies to  collect  from  providers  and  third-party  payers  and  which  would  be  useful  in 
analyzing  cost  and  utilization  trends  and  in  making  distinctions  among  providers. 

V.  C.— HIAA  intends  to  design  a  research  project,  to  be  carried  out  by  member 
companies,  to  determine  the  extent  to  which  the  publication  of  physician  fee  data 
has  an  effect  on  consumers'  choice  of  physicians  and  on  physicians'  fee  levels. 

Actions  Involving  Government 

VI.  — Legislative  and  Regulatory  Initiatives 

VI.A. — HIAA  intends  to  begin  discussions  with  the  National  Association  of  Insur- 
ance Commissioners  and  other  appropriate  regulatory  authorities  to  remove  legal 
barriers  which  prohibit  or  impede  insurers  from  separating  out  certain  medical 
services,  directing  patients  to  specific  providers  for  these  services,  and  paying  for 
these  services  on  a  capitated  or  other  than  traditional  fee-for-service  basis. 

VLB. — HIAA  will  continue  to  vigorously  oppose  State  legislation  that  would  add 
to  the  list  of  medical  services  for  which  coverage  is  mandated. 

VI.C. — HIAA  will  continue  to  oppose  legislation  that  would  restrict  the  use  of  con- 
sumer cost-sharing  as  a  way  of  creating  financial  incentives  for  consumers  to  choose 
efficient  providers — including  legislation  which  limits  the  extent  of  cost-sharing  for 
use  of  nonpanel  providers  in  preferred  provider  organizations  (PPO's)  or  which  pro- 
hibits the  development  of  exclusive  provider  organizations  (EPO's). 

VI.D.— HIAA  will  continue  efforts  to  assure  that  State  laws  do  not  place  inappro- 
priate barriers  in  the  way  of  insurers'  establishing  effective  utilization  review  pro- 
grams. 

VI.E.— HIAA  will  continue  legislative  efforts  to  assure  that  insurers  have  reason- 
able access  to  medical  records  in  order  to  carry  out  utilization  review  procedures. 

VI.F.— HIAA  will  continue  to  work  to  modify  State  legislation,  where  necessary, 
to  assure  that  individuals  who  incur  a  medical  expense  do  not  receive  duplicate  pay- 
ment by  being  reimbursed  by  more  than  one  insurance  source. 

VIL— Physician  Supply  and  Distribution 
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HIAA  supports  implementation  of  policies  to  limit  the  supply  of  physicians  and  to 
bring  the  specialty  distribution  of  physicians  more  into  line  with  the  medical  needs 
of  the  population. 

VIII.— Health  Capital  Equipment 

VIII.A. — To  address  the  problem  of  proliferation  of  major  medical  capital  equip- 
ment and  construction  of  facilities,  the  provisions  of  hospital  reimbursement  sys- 
tems which  permit  the  pass-through  of  capital  investment  costs  should  be  eliminat- 
ed, and  the  Medicare  DRG  payment  methodology  should  be  altered  to  incorporate 
an  allowance  for  hospital  capital  investment. 

VIII.  B. — Congress  should  consider  legislation  to  reduce  subsidies  for  the  acquisi- 
tion of  medical  capital,  including  changing  the  tax  provisions  to  prohibit  tax  exemp- 
tion of  interest  earned  on  bonds  used  to  finance  medical  construction  and  equip- 
ment. 

IX.  — Administrative  Expense  and  Data  Collection 

IX.A. — As  part  of  any  initiative  to  develop  a  new  payment  schedule  for  physicians 
and  other  nonhospital  providers,  HIAA  supports  a  uniform  system  of  coding  to  be 
used  by  all  payers  and  urges  the  Federal  Government  to  build  on  the  efforts  already 
made  by  private  insurers  and  to  develop  such  a  system  in  conjunction  with  other 
payers.  The  level  of  detail  that  is  recorded  should  be  sufficient  to  allow  useful  analy- 
sis of  efficiency  and  quality  of  services  supplied  by  providers.  In  developing  the  de- 
tails of  the  coding  form,  efforts  should  be  made  to  group  related  individual  proce- 
dures together  into  larger  bundles  of  services. 

IX.B. — In  conjunction  with  Federal  efforts  to  establish  an  electronic  media  claims 
system,  HIAA  supports  efforts  to  establish  a  uniform  system  for  electronic  filing  of 
claims  to  be  used  by  all  payers  as  one  method  of  reducing  administrative  costs.  As 
Medicare  moves  forward  to  implement  an  electronic  claims  system,  HIAA  urges  the 
Federal  Government  to  work  in  conjunction  with  other  payers  to  establish  a  single 
system  that  can  be  efficiently  used  by  all  payers. 

IX.  C. — The  Federal  and  State  government  should  have  major  responsibility  for 
providing  data  that  would  be  useful  to  consumers,  payers  and  purchasers  in  making 
assessments  about  health  outcomes  and  the  quality  and  cost  of  care,  such  as: 

Comparative  mortality  and  morbidity  data  by  hospital  and  diagnostic-related 
group,  with  appropriate  adjustments  for  differences  in  case  severity. 

Comparative  cost  data  by  hospital  and  diagnostic-related  group,  with  appropriate 
adjustments  for  factors  that  are  beyond  the  hospital's  control  (differences  in  area 
wage  levels,  heating  costs,  etc). 

More  frequent  publication  of  expenditure  data  by  State,  including  essentially  the 
same  data  elements  that  are  in  the  annual  national  health  expenditure  reports. 

States  should  make  efforts  to  develop  uniformity  in  data  collection  so  that  State 
comparisons  and  multistate  aggregations  are  feasible. 

X.  — Prohibition  on  State  Mandated  Benefits 

X.  — Federal  legislation  should  be  passed  to  prohibit  States  from  mandating  cover- 
age of  particular  services  or  provider  categories.  This  should  be  accomplished,  as 
recommended  in  the  HIAA  policy  statement  on  the  uninsured,  by  extending  the 
Employees  Retirement  Income  and  Security  Act  (ERISA)  preemption  of  State  man- 
dates to  all  health  plans,  insured  as  well  as  self-insured. 

XL — Malpractice  Costs 

XI.  A. — To  reduce  costs  associated  with  malpractice,  the  first  step  should  be  to 
make  vigorous  efforts  to  reduce  the  occurrence  of  malpractice.  Among  the  policies 
that  deserve  consideration  are: 

— Requiring  physicians,  and  ultimately  other  providers,  to  undergo  periodic  reli- 
censing,  which  may  involve  written  examinations  and  peer  audits  of  medical  prac- 
tice. 

— Requiring  hospitals  and  other  medical  facilities  to  implement  effective  risk 
management  practices  as  a  requirement  for  continuation  of  licensure. 

— Improving  the  collection  and  dissemination  of  risk  management  information,  in- 
cluding information  that  can  be  gained  from  an  analysis  of  claims,  information  on 
license  revocation,  suspensions  and  disciplinary  actions. 

— Strengthening  the  powers  and  effectiveness  of  State  licensing  boards,  where 
necessary,  including  providing  sufficient  funding  to  enable  them  to  use  their  power 
effectively. 

XI.B. — To  reduce  costs  associated  with  malpractice,  efforts  should  be  made  to 
make  the  malpractice  adjudication  system  more  efficient  by  reducing  the  transac- 
tion, administrative  and  other  costs  that  do  not  result  in  final  payments  to  the 
claimant.  Among  the  policies  that  deserve  consideration  are: 

— Establishing  constitutionally  permissible  screening  procedures  and  alternative 
dispute  resolution  mechanisms. 
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—Limiting  attorney  contingency  fees. 

XI. C— With  respect  to  other  legal  doctrines  and  rules  for  dealing  with  medical 
malpractice  cases,  HIAA  supports  the  following,  where  necessary: 

—Modifying  the  collateral  source  rule  to  prevent  duplicate  payment^  to  claim- 
ants. 

—Shortening  the  time  limits  in  Statutes  of  Limitations. 

—Allowing  payments  to  claimants  to  be  made  over  a  period  of  years  rather  than 
in  a  lump  sum. 

—Eliminating  Ad  Damnum  requirements  from  State  laws  except  to  meet  jurisdic- 
tional requirements. 

— Establishing  standards  for  "informed  consent." 

—Placing  reasonable  limits  on  the  recovery  of  noneconomic  damages  (pain  and 
suffering  and  punitive  damages). 

—Modifying  or  limiting  joint  and  several  liability. 

Mr.  Walgren.  Ms.  Lehnhard. 

STATEMENT  OF  MARY  NELL  LEHNHARD 

Ms.  Lehnhard.  Thank  you  very  much,  Mr.  Chairman  and  mem- 
bers of  the  committee.  The  Blue  Cross  and  Blue  Shield  Association 
also  commends  the  work  of  the  Pepper  Commission  and  we  support 
many  of  their  recommendations.  Not  surprisingly,  we  support  their 
objective  of  building  on  the  current  system  of  employer-based  cov- 
erage. We  do  have  some  concerns,  however,  about  the  incentives 
for  employers  under  the  Pepper  Commission's  recommendation,  the 
Pay  or  Play  structure. 

We  are  concerned  that  the  requirement  that  employers  supply 
benefits  directly  or  pay  a  tax  and  send  their  employees  to  a  pool, 
will  result  in  a  massive  Federal  program  over  time.  Depending  on 
where  that  set — and  we  think  that  there  are  very  strong  forces  in 
place  to  set  the  tax  very  low,  the  Pay  or  Play  model  will  be  a  sig- 
nificant incentive  for  employers  to  say,  I  can  get  a  better  deal  by 
sending  my  employees  to  the  pool  and  just  step  back  from  the  obli- 
gation of  providing  benefits  directly. 

We  believe  that  such  a  centralized  system  will  diminish  greatly 
the  responsiveness  to  employers'  needs  and,  in  particular,  employ- 
ees' needs.  The  Pepper  Commission  also — as  you  have  heard  all  day 
long — suggests  reform  of  the  small  group  market  insurance  prac- 
tices. 

We  recognize  that  certain  insurance  practices  have  limited 
access  and  have  contributed  to  high  costs  for  some  small  groups. 
We  believe  that  the  insurance  industry  must  find  a  way  to  move 
the  small  group  market  from  one  where  competition  is  based  on 
risk  selection  and  pricing  strategy,  to  one  where  competition  is 
based  on  administrative  efficiency,  service  and  ability  to  control 
costs. 

However,  we  are  concerned  that  the  Commission's  recommenda- 
tion that  carriers  charge  all  groups  the  same  rate,  exactly  the  same 
rate,  could  penalize  those  carriers  that  have  been  willing  to  accept 
higher  risk  subscribers.  Senator  Rockefeller,  I  think,  outlined  very 
aptly  this  morning,  what  has  happened  in  the  small  group  market. 

The  early  practices  of  all  Blue  Cross  and  Blue  Shield  plans  were 
to  accept  every  single  applicant  for  small  group  coverage  at  exactly 
the  same  rate.  As  competition  built  up  in  the  small  group  market, 
lower  risk  groups,  the  healthier  groups,  found  that  they  could  go 
elsewhere  for  coverage  and  get  a  lower  rate  because  of  their  lower 
costs. 
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Because  of  these  changes  in  the  market,  we've  had  to  find  a  way 
to  hold  on  to  these  low  risk  groups.  Importantly,  it's  these  low  risk 
subscribers  that  help  to  subsidize  the  higher  cost,  older  groups  and 
keep  their  coverage  more  affordable.  One  way  to  keep  these  groups 
from  leaving  is  to  give  them  a  rate  that  makes  them  happy;  that 
more  closely  reflects  their  true  costs,  but  still  has  the  subsidy  in  it 
for  higher  cost  groups. 

For  example,  a  group  that's  comprised  of  much  older  workers 
might  easily  cost  you  four  times  as  much  as  a  younger  group.  In- 
stead of  charging  that  older  group  four  times  as  much  as  the 
younger  group,  you  might  charge  them  twice  as  much  as  the 
younger  group.  That  will  make  it  less  likely  that  the  younger 
group  will  go  elsewhere  and  look  for  coverage. 

Another  way  of  putting  this  is  that  requiring  a  carrier  that  has 
been  willing  to  enroll  very  high  risk,  high  cost  groups  to  charge 
one  rate,  is  going  to  put  that  carrier  at  a  very  serious  competitive 
disadvantage  in  the  market  and  perversely,  requiring  carriers  to 
charge  one  rate  is  going  to  give  a  competitive  advantage  to  carriers 
who  have  been,  over  time,  very  selective  in  the  risks  that  they 
take. 

Having  said  all  of  this,  I  want  to  reemphasize  that  we  recognize 
that  the  practices  of  selective  underwriting  and  pricing  has  in 
many  cases  been  carried  to  an  extreme  and  is  limiting  access  to 
small  employers.  We're  exploring  ways  to  make  private  coverage 
available  to  all  small  groups  at  a  very  fair  price  without  creating  a 
competitive  disadvantage  for  those  carriers  that  have  a  high  cost 
enrollment  base. 

Again,  we  urge  the  Congress  to  move  carefully  in  this  area  to 
avoid  penalizing  those  companies  that  have  tried  to  do  what  the 
community  needs  and  accept  the  substandard  and  high  risk  groups. 
Finally,  you've  heard  several  times  today  that  cost  is  the  over- 
whelming issue.  Many  believe  that  cost  should  be  addressed  before 
moving  ahead,  although  that's  unlikely;  that  cost  can  be  brought 
totally  under  control. 

One  thing  that  you've  heard  today  that  could  be  done  is  to  re- 
lease small  groups  from  the  costs  of  State  mandated  benefits.  In 
some  States,  those  costs  can  run  as  much  as  20  percent  of  the  pre- 
mium that  they  have  to  pay.  In  two  States,  we've  worked  to  allevi- 
ate those  State  mandates  from  small  groups — in  Washington  and 
Virginia — and  the  Blue  Cross  plans  there  are  fashioning,  and  in 
the  case  of  Virginia,  have  already  fashioned  a  very — relatively  low 
cost  product  for  uninsured  small  groups. 

Again,  they  were  able  to  do  this  because  of  the  absence  of  the 
cost  of  the  State  mandated  benefits.  I'll  stop  there  before  my  light 
goes  off.  Thank  you  for  the  opportunity  to  testify. 

[Testimony  resumes  on  p.  153.] 

[The  prepared  statement  of  Ms.  Lehnhard  follows:] 
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TESTIMONY 
OF  THE 

BLUE  CROSS  AND  BLUE  SHIELD  ASSOCIATION 

MARY  NELL  LEHNHARD 
VICE  PRESIDENT 

Mr.  Chairman,  and  Members  of  the  Subcommittee,  I  am  Mary  Nell 
Lehnhard,  Vice  President  of  the  Blue  Cross  and  Blue  Shield 
Association.     The  Association  is  the  coordinating  organization 
for  the  73  Blue  Cross  and  Blue  Shield  Plans  throughout  the 
nation.     Collectively,  the  Plans  provide  health  benefits 
protection  for  more  than  80  million  Americans. 

Since  its  inception  in  the  1930s,  the  Blue  Cross  and  Blue 
Shield  organization  has  been  committed  to  developing  and 
improving  the  nation's  pluralistic  health  financing  and 
delivery  system  in  partnership  with  consumers,  employers, 
unions,  government,  and  health  care  providers.     That  commitment 
continues  today  as  we  address  what  is  perhaps  the  most  complex 
current  health  financing  issue  —  the  needs  of  the  remaining 
uninsured. 

We  welcome  the  opportunity  to  address  the  subcommittee  on  this 
important  matter.    We  are  concerned,  as  you  are,  about  the 
trend  of  the  past  decade — a  rise  in  the  uninsured  population 
from  25  million  to  well  over  30  million  people. 

Today  my  testimony  will  focus  on  responses  to  three  key 
elements  of  the  Pepper  Commission's  recommendations: 

o        First,  the  effect  of  the  Pepper  Commission's  "pay  or 
play"  recommendations  on  our  current  employer-based 
system  of  health  care. 

o  Second,  the  effect  of  the  Commission's  insurance 
reforms  on  this  system,  and  in  particular  on  the 
insurance  industry. 

o       Third,  the  underlying  problem  of  health  care  costs  and 
the  Commission's  recommendations  for  further  cost 
containment. 
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EFFECT  OF  "PAY  OR  PLAY"   PROPOSAL  ON 
CURRENT  EMPLOYER-BASED  SYSTEM 

The  nation's  current  system  of  health  care  coverage  provides 
protection  for  approximately  83  percent  of  Americans  under  age 
65  through  a  combination  of  private  and  public  sector 
programs.     Estimates  by  the  Congressional  Research  Service  of 
health  insurance  coverage  illustrate  the  wide  extent  of 
coverage.     Of  the  population  under  age  65: 

o        65  percent  are  covered  through  employment-based 
private  health  insurance; 

o        11  percent  are  covered  through  other  sources,  such  as 
individual  insurance; 

o        9  percent  are  covered  by  Medicaid  or  Medicare;  and 

o        4  percent  are  covered  by  CHAMPUS. 

The  Blue  Cross  and  Blue  Shield  Association  believes  that  the 
wide  extent  of  coverage  in  the  current  employer-based  system 
and  the  flexibility  it  offers  in  responding  to  employees'  needs 
warrant  building  on  this  system  to  improve  coverage. 

The  Pepper  Commission  report  also  supports  the  concept  of 
building  on  the  current  employer-based  system.     However,  we  are 
concerned  that  over  time  the  Commission's  "pay  or  play" 
proposal  —  the  requirement  for  employers  to  provide  insurance 
or  pay  taxes  —  may  evolve  into  a  massive,  federal  program. 

We  believe  the  pay  or  play  model  has  inherent  in  it  a 
significant  incentive  for  employers  to  drop  employment-based 
health  insurance  in  favor  of  paying  the  payroll  tax  "penalty". 
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In  order  for  any  tax  to  avoid  severe  financial  implications  for 
employers  and  be  politically  acceptable,  it  may  have  to  be  set 
below  the  actual  cost  of  providing  benefits.     Employers  would 
find  it  .less  costly  to  send  their  employees  to  the  pool  rather 
than  provide  benefits  directly. 

The  centralized  system  that  could  result  from  this  approach 
would  diminish  responsiveness  to  individual  health  care  needs 
of  employees  and  employers.     No  longer  could  employers  and 
employees  negotiate  to  determine  the  most  appropriate  benefit 
package.     Nor  would  the  accountability  and  responsiveness  of 
the  employer-managed  system  be  retained,  especially  with  regard 
to  individual  employee  problems.     Instead,  all  employees  would 
be  forced  to  work  through  an  elaborate  state  bureaucracy. 

In  addition  to  considerations  of  the  effects  on  the  structure 
of  our  current  health  care  system,  we  also  are  very  concerned 
about  the  significant  cost  implications  of  this  approach, 
especially  for  small  employers  and  employees  of  small 
businesses . 

EFFECT  OF  INSURANCE  REFORMS  ON  INSURANCE  INDUSTRY 

The  Pepper  Commission  recommendations  also  include  reforming 
the  small  group  health  insurance  market  to  address  problems  of 
availability  and  af f ordability  of  insurance  coverage  for  small 
employers.    These  reforms  specify  certain  rules  that  all 
insurers  would  have  to  obey  in  providing  coverage  to  employees 
with  less  than  25  employees,  including  requiring  insurers  to 
accept  all  groups  applying  for  coverage  and  set  rates  on  the 
same  terms  to  all  groups  in  specified  areas. 

The  Blue  Cross  and  Blue  Shield  Association  also  recognizes  that 
some  insurer  practices  have  limited  access  and  contributed  to 
high  costs  for  some  small  groups,  and  we  believe  that  the 
insurance  industry  must  find  a  way  to  move  the  small  group 
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insurance  market  from  one  where  competition  is  based  on  risk 
selection  to  one  where  competition  is  based  on  administrative 
eff iciency, -  service  and  ability  to  control  costs. 

However,  because  of  the  complexity  of  insurer  practices  in  the 
small  group  market  and  the  evolution  of  these  practices  over 
time,  we  are  concerned  that  the  Pepper  Commission's  approach 
could  have  unintended  effects  and  could  penalize  carriers  that 
have  been  willing  to  accept  higher-risk  subscribers  over  time. 

Before  going  into  our  specific  concerns,  it  would  be  helpful  to 
review  with  you  how  the  small  group  health  insurance  market  has 
evolved  over  time. 

The  Evolution  of  the  Small  Qxqvp  Hgaith  Insurance  t^grKet 

Enrollment  Practices:    The  nature  of  private  insurance 
coverage  has  changed  as  the  insurance  industry  has  grown. 
Availability  of  insurance  for  high-risk  groups  was  not  an  issue 
when  the  concept  of  health  insurance  was  first  developed.  When 
Blue  Cross  and  Blue  Shield  Plans  began  providing  insurance 
coverage  in  the  1930s,  every  applicant  was  accepted  for 
coverage,  regardless  of  health  status. 

Competitors  then  entered  into  the  health  insurance  market  and 
began  using  underwriting  practices  similar  to  those  tradition- 
ally used  in  their  other  lines  of  business  —  that  is,  charging 
higher  rates  to  high-risk  applicants,  denying  coverage  for 
pre-existing  conditions  or  screening-out  high-risk  applicants 
all  together.     In  this  competitive  environment,  it  became 
increasingly  difficult  for  any  carrier  to  accept  all  applicants 
and  maintain  competitive  prices. 

In  a  competitive  market,  insurers  that  accept  all  risks,  or 
have  even  marginally  more  liberal  enrollment  practices,  find 
themselves  with  a  worse  mix  of  risks  —  and,  consequently,  — 
higher  rates  than  insurers  that  have  been  more  selective. 
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These  higher  rates  reflect  the  fact  that  only  a  few  high-cost 
enrollees  can  generate  substantial  claims  costs.     On  average, 
only  4%  of  .insured  individuals  generate  50%  of  claims  expenses, 
while  20%  of  enrollees  generate  80%  of  claims. 

Insurers  with  more  liberal  enrollment  practices  then  lose  their 
low-risk  enrollees  —  who  can  find  better-priced  coverage 
elsewhere  —  and  keep  their  higher-risk  enrollees,  who  have 
nowhere  else  to  go. 

These  carriers  thus  are  left  with  risk  pools  that  gradually 
deteriorate  over  time  —  because  as  rates  are  increased  to 
reflect  the  costs  of  their  higher-risk  subscribers,  they  lose 
the  next  level  of  lower-risk  enrollees  to  their  competitors. 

This  phenomenon  is  known  as  the  "adverse  selection  spiral"  and 
it  explains  why  few  insurers  can  continue  to  accept  high-risk 
groups  and  still  remain  competitive.     It  also  explains  why  more 
groups  are  found  to  be  "uninsurable"  or  insurable  only  at  high 
cost. 

These  selection  problems  are  particularly  acute  in  the  small 
group  market.-  Small  employers,  who  typically  have  marginal 
profitability,  are  extremely  price  sensitive  and  are  more 
willing  than  large  employers  to  switch  insurers  to  get  a  lower 
price.    This  price  sensitivity  has  increased  in  the  last  five 
to  six  years  as  health  care  costs  have  escalated. 

The  increase  in  small  employers'  price  sensitivity  has 
accelerated  insurers'  risk  selection  practices,  because  the  way 
to  have  the  most  competitive  price  is  to  not  accept  the 
highest-risk  groups. 

Before  moving  to  a  discussion  of  insurers'  rating  practices,  I 
would  like  to  distinguish  between  these  risk  selection 
practices  and  the  practice  of  imposing  waiting  periods  for 
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pre-existing  conditions  on  new  subscribers.     The  use  of  such 
waiting  periods  is  a  long-standing  and  accepted  practice  in 
public  as  well  as  private  health  insurance  programs  and  it 
maintains  the  principle  of  insurance  as  providing  protection 
against  an  unexpected  risk.     Without  such  waiting  periods, 
individuals  could  buy  insurance  only  when  they  needed  it  and 
then  drop  the  coverage  after  that  need  was  met.    As  a  result, 
insurance  costs  for  everyone  would  increase  dramatically. 

Pricing  (Rating)  Practices:     In  addition  to  changing 
enrollment  practices,  insurers'  pricing  —  or  rating  — 
practices  also  have  created  some  problems  for  small  employers. 
In  particular,  the  use  of  a  group's  own  experience  in 
determining  these  rates  results  in  premiums  that  are  beyond  the 
reach  of  some  small  employers. 

As  with  changes  in  enrollment  practices,  current  rating 
practices  evolved  over  time.     In  addition  to  accepting  all 
applicants,  the  other  early  practice  of  Blue  Cross  and  Blue 
Shield  Plans  was  to  offer  coverage  at  the  same  price  to  every 
subscriber  in  a  given  area  —  a  practice  known  as  community- 
rating.     In  this  way,  the  cost  of  coverage  for  groups  with  the 
poorest  health  risks  was  kept  at  the  most  affordable  level 
possible,  because  lower-risk  enrollees  heavily  subsidized  the 
costs  of  higher-risk  enrollees. 

However,  as  competition  increased  in  the  health  insurance 
market,  for  the  first  time  lower-risk  groups  could  find 
coverage  that  more  closely  reflected  their  own  risk.  The 
movement  of  these  groups  to  lower-priced  competitors  was  the 
first  step  toward  segmentation  of  the  health  insurance  market. 

This  phenomenon  occurred  first  in  the  large  group  insurance 
market,  but  in  the  last  few  years  it  has  moved  rapidly  into  the 
small  group  market. 
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In  order  to  avoid  triggering  the  loss  of  their  very  best  risks 
to  lower-priced  coverage  —  and  the  subsidy  these  lower-risks 
provide  foe  other  subscribers  —  Blue  Cross  and  Blue  Shield 
Plans  and  other  insurers  with  more  liberal  enrollment  practices 
had  to  £ind  a  way  to  hold  onto  their  low-risk  subscribers. 

It  is  important  to  note  that  one  way  to  keep  these  low-risk 
subscribers  is  to  give  them  a  rate  that  balances  the  need  to 
more  closely  reflect  their  risk  while  still  helping  to 
subsidize  higher-risk  subscribers. 

For  example,  as  illustrated  in  the  following  chart,  on  average, 
55-year  old  males  costs  4  times  as  much  to  cover  as  males  under 
age  30.     Insurers  might  balance  the  need  to  keep  rates 
attractive  for  younger  subscribers  with  the  need  to  keep 
coverage  affordable  for  older  subscribers  by  setting  rates  for 
the  younger  subscribers  at  half  the  price  available  to  the 
older  subscribers. 


Monthly  Premiums  Basdd  on  Actual  Cost 
for  a  Comprehensive  Health  Benefits 
Package  in  a  IHigh  Cost  Urban  Area 
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This  description  of  the  small  group  health  insurance  market 
illustrates  the  complexity  of  this  environment  and  lays  the 
groundwork  for  understanding  our  particular  concerns  about  the 
coitimission's  reform  proposals. 

We  believe  that  insurers  that  traditionally  have  had,  or 
continue  to  have,  more  liberal  enrollment  practices  would  be 
placed  at  a  major  competitive  disadvantage  under  a  requirement 
to  charge  all  enrollees  the  same  rate.    As  discussed  earlier, 
their  enrollment  of  higher-risk  groups  would  result  in  an 
average  rate  that  would  not  be  competitive  in  the  marketplace. 
And  perversely,  it  would  reward  carriers  that  have  selected 
only  low-risk  groups. 

Ironically,  this  approach  also  could  increase  the  number  of 
uninsured  groups.     The  problem  of  uninsured  groups  is 
concentrated  among  younger  and  healthier  employees  who  choose 
not  to  spend  their  wages  on  health  insurance  when  they  do  not 
believe  they  will  need  it.     If  rates  are  "averaged  out",  the 
cost  for  higher-risk  groups  may  decrease,  but  the  rates  for 
younger,  healthier  groups  will  increase.    As  a  result,  younger, 
more  price  sensitive  groups  may  well  drop  their  coverage. 

Pepper  Cormnission  Insurance  Reform  l^ecotnpiendations 

Given  the  objective  of  assuring  private  coverage  for  all  small 
employers,  we  are  developing  options  to  assure  availability  of 
private  coverage  to  all  small  employers  at  a  fair  price.  Some 
insurers  already  are  able  to  accept  all  applicants  for  coverage 
regardless  of  their  health  status.  Many  Blue  Cross  and  Blue 
Shield  Plans  can  do  this  primarily  because  of  their  large  size 
and  negotiated  provider  payment  arrangements. 

However,  other  carriers  will  need  some  assurance  that  they  will 
be  protected  against  a  disproportionate  enrollment  of 
higher-risk  subscribers.    We  are  developing  mechanisms  to 
assure  a  fair  distribution  of  these  costs. 
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We  also  recognize  that  the  use  of  rates  that  more  closely 
reflect  the  risk  of  a  small  group  has  resulted  in  rates  for 
some  groups-  that  may  be  significantly  higher  than  the  rates 
charged  to  other  groups. 

The  Blue  Cross  and  Blue  Shield  Association  is  developing  ways 
to  address  this  variation.    We  believe  it  is  possible  to  begin 
to  limit  the  range  of  rates  charged  to  small  groups,  which 
would  help  lower  the  cost  of  coverage  for  higher-risk  groups. 

HEALTH  CARE  COSTS 

Without  question,  the  number  one  problem  employers  face  in 
deciding  whether  to  purchase  insurance  coverage  is  cost.  Our 
own  surveys  show  that  this  is  especially  true  for  small 
employers.     A  1987  Small  Business  Administration  study  also 
found  that  67  percent  of  uninsured  small  employers  cited  cost 
as  a  reason  for  not  offering  insurance. 

Reforming  the  insurance  market  for  small  employers  will  not  by 
itself  overcome  this  barrier  of  af f ordability,  because  of  the 
underlying  escalation  in  health  care  costs. 

In  addressing  this  larger  cost  issue,  it  is  important  to 
understand  that  there  are  many  components  of  health  care  cost 
increases,  including  practice  patterns  of  providers,  consumer 
demand  for  health  care  services,  new  technology,  demographic 
changes,  costs  associated  with  medical  malpractice  and  excess 
capital. 

Blue  Cross  and  Blue  Shield  Plans  have  a  long  history  of  working 
to  control  costs  directly.    Plans  have  worked  to  control 
hospital  costs  through  contract  arrangements  that  limit  sub- 
scribers* liability  while  assuring  that  we  pay  only  a  reason- 
able amount  for  covered  services.    We  also  have  contract  arr- 
angements with  physicians  that  limit  payments  to  amounts  that 
are  reasonable  and  protect  subscribers  from  "balance  billing." 
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In  addition^  Plans  have  pursued,  over  the  years,  aggressive 
programs  to  control  unnecessary  utilization  and  avoid  the 
provision  of  services  that  are  not  medically  necessary. 

In  fact.  Congress  used  our  hospital  provider  agreements  as  a 
model  when  Medicare  was  first  enacted,  and  more  recently,  they 
used  our  participating  physician  program  as  a  model  for  the 
Medicare  part  B  program. 

Our  focus  on  cost  control  has  sharpened  in  recent  years  as 
overall  health  care  costs  have  escalated.     Our  current  cost 
control  efforts  include  selective  contracting,  case  management, 
managed  care  and  more  intense  utilization  and  medical  necessity 
reviews.     In  addition,  in  1985  the  Blue  Cross  and  Blue  Shield 
Association  established  the  Technology  Evaluation  and  Coverage 
(TEC)  program  to  assist  our  member  Plans  in  making  coverage 
decisions  regarding  new  medical  technologies. 

We  believe  that  through  these  and  other  measures  there  is  much 
the  insurance  industry  can  do  to  manage  and  restrain  increases 
in  subscribers'  costs. 

However,  I  would  stress  that  even  with  the  most  aggressive 
efforts  to  use  only  the  most  efficient  providers  and  to  manage 
subscribers'  use  of  the  health  care  system,  the  cost  of  health 
care  will  remain  out  of  reach  for  many  employers,  and  in 
particular  small,  marginally  profitable  employers. 

This  cost  problem  is  one  faced  by  all  purchasers  of  health 
care,  not  just  employers.    Federal  and  state  governments  have 
been  struggling  for  years  with  rising  costs  in  the  Medicare  and 
Medicaid  programs.    For  example,  despite  many  efforts  to 
control  costs  in  the  Medicare  program,  spending  for  physician 
services  increased  at  an  average  annual  rate  of  14.4  percent 
between  FY  1980  and  FY  1988.    Total  Medicare  expenditures 
increased  by  more  than  250  percent  during  this  same  time  period. 
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In  addition  to  these  overall  cost  problems,  small  employers 
face  additional  costs  from  legislative  and  regulatory  actions. 
In  particiUar,  the  cost  of  state  mandated  benefits  can  add  as 
much  as  20  percent  to  the  cost  of  coverage  for  small  groups  in 
some  states. 

Many  large  employers  have  avoided  the  cost  of  these  mandates  by 
self-insuring.     However,  small  employers  do  not  have  this 
option  because  they  cannot  bear  the  risk  of  an  occasional  large 
claim  —  which  could  bankrupt  the  employer  and  leave  a  very 
sick  employee  without  coverage. 

Preempting  these  state  mandate  laws,  at  least  for  small 
employers,  through  an  amendment  to  the  federal  Employee 
Retirement  Income  Security  Act  (ERISA),  would  allow  insurers  to 
develop  lower-cost  benefit  packages  that  would  be  more 
affordable  to  small  employers. 

Two  states,  Virginia  and  Washington,  have  enacted  laws  that 
make  some  small  group  coverage  more  affordable  by  exempting 
certain  insurance  products  from  these  costly  state  benefit  and 
provider  mandates.     Blue  Cross  and  Blue  Shield  Plans  in  both 
states  are  responding  by  developing  low-cost  products  for  small 
employers. 

While  overall  costs  of  health  care  and  state  mandates  are  the 
major  factors  which  contribute  to  higher  insurance  costs  for 
small  employers,  others  factors  include: 

o      Greater  exposure  to  adverse  selection,  that  is,  the  risk 
that  a  group  will  be  a  worse  than  average  risk.  Small 
employers,  much  more  than  large  employers,  will  purchase 
coverage  because  of  an  immediate  or  predicted  need  for 
health  care  services  by  the  employer,  a  family  member  or  an 
employee.    Conversely,  dropping  coverage  may  be  triggered 
by  that  need's  ceasing.    This  means  that  the  small  group 
market,  much  more  than  the  large  group  market,  tends  to  be 
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made  up  of  people  who  actively  are  using  health  care 
services.     The  consequent  higher  benefit  payments  result  in 
higher  premiums  for  small  employers. 

o      A  smaller  base  of  employees  and  premiums  over  which  to 

spread  expenses.     Health  insurance  contracts  entail  certain 
fixed  expenses,  resulting  in  higher  expenses  as  a  percent 
of  premium  for  small  groups. 

o      Higher  claims  due  to  the  unavailability  of  workers' 

compensation  coverage.     Unlike  large  employers,  not  all 
small  employers  provide  workers'  compensation  benefits  to 
their  employees  for  on  the  job  accidents.     (Some  states 
exempt  small  employers  from  these  requirements.)    As  a 
result,  health  insurance  premiums  for  these  small  employers 
reflect  the  added  cost  of  providing  protection  for 
on-the-job  accidents.    These  costs  can  be  significant. 

o      High  turnover  of  small  group  contracts,  in  part  because  of 
the  extreme  price  sensitivity  of  small  employers.  Such 
turnover  contributes  both  to  higher  claims  costs  —  because 
groups  that  leave  tend  to  be  lower-risk  —  and  higher 
administrative  costs  —  because  groups  frequently  leave 
before  an  insurer  can  recoup  fully  the  costs  of  enrolling 
the  groups. 

Because  of  these  cost  concerns,  the  Blue  Cross  and  Blue  Shield 
Association  believes  it  is  imperative  that  any  proposal  to 
increase  coverage  of  the  uninsured  address  directly  the 
underlying  problem  of  escalating  costs.    Unless  health  care 
costs  are  brought  under  control,  small  employers  will  continue 
to  face  the  same  problems  that  to  date  have  precluded  them  from 
offering  their  employees  benefits  —  that  is,  the  cost  of 
coverage. 

Pepper  Commission  Cost  Containment  Recommendations 

We  commend  the  Pepper  Commission  for  acknowledging  the  cost 
problem  and  we  support  several  of  its  objectives  in  this  area, 
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including  the  proposals  to: 

o        Preempt  State  laws  that  require  costly  health  benefits 
,  be  included  in  all  insurance  products  in  order  to 
offer  an  affordable  health  benefit  package.  These 
mandates  add  considerably  to  the  cost  of  coverage  and 
preclude  insurers  from  fashioning  the  most  cost 
effective  benefit  packages. 

o        Make  insurance  more  available  and  affordable  for  small 
employers  by  providing  tax  credits  and  subsidies  and 
by  allowing  self-employed  individuals  to  deduct  100% 
of  their  premiums. 

o  Develop  and  implement  a  national  program  to  encourage 
the  adoption  and  use  of  quality  assurance  mechanisms, 
including  practice  guidelines. 

o        Expand  public  financing  for  health  care  for  people 

with  incomes  below  100%  of  Federal  poverty  levels  and 

federal  assistance  on  a  sliding-scale  basis  for  other 
low-income  individuals. 

In  conclusion,  the  Blue  Cross  and  Blue  Shield  Association 
shares  the  Committee's  concerns  about  the  cost  and  availability 
of  insurance  coverage. 

However,  we  would  stress  that  in  considering  ways  to  bring 
about  desired  changes,  it  is  important  to  keep  in  mind  that  the 
current  system  did  not  evolve  overnight  but  rather  developed 
over  time  in  response  to  very  real  market  pressures.  Congress, 
the  states  and  the  insurance  industry  will  have  to  work 
together  in  balancing  the  need  for  change  to  benefit  some  small 
employers  against  the  potential  disruptive  effect  of  those 
changes  on  other  small  employers. 


Thank  you  for  the  opportunity  to  present  our  views  today. 
0358c 
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Mr.  Walgren.  Thank  you  very  much,  Ms.  Lehnhard.  Mr.  Las- 
zewski. 

STATEMENT  OF  ROBERT  L.  LASZEWSKI 

Mr.  Laszewski.  I'm  Bob  Laszewski,  Executive  Vice  President  of 
Liberty  Mutual  Insurance  Group.  Our  health  care  system  of  provid- 
ers, payers,  consumers  and  government  is  failing  and  the  health  in- 
surance industry  is  faltering  in  its  role  to  meet  the  needs  of  society. 
While  significant  reform  of  the  American  health  insurance  system 
is  necessary,  all  elements  of  the  equation  must  be  adequately  dealt 
with  before  we  can  expect  to  make  fundamental  progress. 

There  are  two  primary  elements  to  our  country's  health  care  fi- 
nancing crisis:  access  and  cost.  Both  must  be  dealt  with  concurrent- 
ly. The  fact  that  we  have  more  than  31  million  Americans  without 
rational  access  to  quality  health  care  is  a  national  disgrace.  In  solv- 
ing the  access  problem,  any  solution  must  contribute  to  a  more  effi- 
cient system  by  bringing  costs  under  control.  The  notion  that  any 
solution  to  access  must  also  make  our  financing  system  more  effi- 
cient, is  fundamental. 

Already,  our  health  care  system  is  too  expensive.  We  pay  more 
than  liy2  percent  of  our  gross  national  product  for  health  care 
while  other  industrialized  nations  pay  two  thirds  of  that  and  cover 
all  of  their  citizens. 

While  we  do  fund  much  of  the  world's  cost  in  funding  new  tech- 
nologies and  do  have  a  propensity  as  Americans  to  consume  more 
health  care,  there  is  no  doubt  that  our  system  is  highly  inefficient. 
In  order  to  create  a  rational  system  of  reasonable  costs  into  which 
those  31  million  people  can  be  absorbed,  we  must  reform  the  funda- 
mentals of  our  health  care  economy. 

These  fundamental  reforms  must  begin  with  the  health  insur- 
ance industry.  The  notion  that  a  health  insurance  carrier  can  con- 
tinue to  operate  on  the  basis  of  which  Americans  it  will  or  will  not 
cover  is  not  longer  viable.  Our  customers  expect  us  to  manage  the 
cost  of  their  health  care,  while  our  ability  to  effectively  do  that 
must  be  the  universal  basis  of  competition.  Industry  practices  must 
be  reformed  to  address  the  access  issue,  but  those  reforms  must  do 
more  than  just  open  up  access  to  more  people. 

The  Pepper  Commission  recommendations  that  include  the  use 
of  community  rating  and  elimination  of  preexisting  conditions  in 
medical  underwriting;  these  recommendations,  while  very  general 
in  their  content,  are  viable  and  a  good  basis  of  policy.  They  can 
provide  a  basis  for  insurance  carriers  to  compete,  not  on  whom 
they  will  underwrite,  but  rather  on  how  costs  can  be  controlled. 

In  moving  forward  with  reform,  we  must  be  very  careful  that  we 
don't  simply  address  the  access  problem  by  liberalizing  coverage 
rules  while  not  creating  a  system  that  contributes  to  greater  effi- 
ciency. 

As  of  today,  the  Health  Insurance  Association  of  America  policy 
has  not  been  finalized.  I've  counseled  my  association  not  to  propose 
the  creation  of  a  solution  that  covers  more  people  but  still  enables 
carriers  to  play  the  underwriting  game.  To  do  so  could  solve  or  al- 
leviate part  of  the  access  issue,  but  would  still  encourage  carriers 
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to  direct  their  energies  at  the  old  underwriting  efforts,  instead  of  a 
strong  focus  on  managing  our  customers'  health  care  costs. 

As  insurers,  we  must  refocus  the  energy  we  have  been  exerting 
on  risk  selection  to  provider  selection.  We  must  do  our  part  to 
make  the  health  care  economy  more  efficient  by  spending  our  ex- 
pense dollars  to  make  the  health  care  supply  and  demand  economy 
more  workable.  These  dollars  should  be  spent  on  systems  that  tell 
us  which  providers  do  the  best  job  for  our  customers,  not  on  data 
systems  that  tell  us  who  the  most  profitable  small  groups  are. 

Liberty  Mutual,  like  so  many  carriers,  has  not  emphasized  the 
small  group  business  over  the  past  few  years,  because  we  could  not 
justify  these  practices  to  ourselves  and  to  our  loyal  customers.  At 
Liberty,  we  have  100,000  business  customers  with  less  than  100  em- 
ployees who  do  not  purchase  their  group  health  insurance  from  us. 

We  would  like  to  serve  this  market,  but  we  cannot  justify,  by  our 
standards  and  their's,  the  aggressive  pricing  and  underwriting 
practices  necessary  to  provide  competitive  rates.  There  are  many  in 
our  industry  who  see  their  role  as  we  do;  to  more  effectively 
manage  their  customers'  health  care  costs. 

There  are  others  who  see  the  group  insurance  business  more  sig- 
nificantly as  the  risk  selection  business;  of  whom  to  cover  and 
whom  not  to  cover.  Too  often,  profit  is  produced  by  predicting  who 
will  be  the  most  healthy  as  opposed  to  emphasizing  our  ability  to 
manage  our  customers'  health  care  budgets. 

Of  the  two  primary  health  care  financing  problems  of  access  and 
cost,  access  is  a  public  policy  issue  and  cost  is  an  efficiency  issue. 
The  role  of  government  is  to  set  policy.  At  least  in  a  philosophical 
sense,  access  is  not  difficult  to  solve.  The  public  sector  must  broad- 
en its  programs  to  encompass  all  of  those  who  are  needy  and  the 
private  sector  must  broaden  its  operations  to  include  all  of  those 
who  can  afford  to  pay. 

Of  course,  funding  those  costs  in  the  public  sector  is  a  matter  of 
great  debate,  but  these  are  clearly  policy  issues.  The  cost  of  health 
care  in  America  is  a  result  of  our  unique  demands  for  technology 
and  personal  access  to  the  best  care  available,  but  to  a  large 
extent,  the  terrific  costs  are  also  a  result  of  great  inefficiencies  in 
our  system. 

Government  is  not  known  for  managing  efficiency.  That  is  what 
the  private  sector  and  the  operation  of  market  forces  are  known 
for.  The  role  of  the  health  insurance  industry  over  the  coming 
years  should  be  to  use  our  business  skills  to  effectively  manage  our 
customers'  health  care  dollars.  To  the  degree  we  do  achieve  certain 
reforms,  including  medical  underwriting  reforms,  they  should  be 
crafted  so  as  to  channel  and  ensure  behavior  toward  the  efficient 
management  of  private  sector  health  care  dollars. 

Insurer  reform  is  only  one  of  the  elements  of  any  effective  pack- 
age that  serves  to  make  the  system  efficient.  There  are  a  number 
of  steps  that  can  be  taken  which  will  make  insurers  more  effective 
and  generally  rebalance  an  out-of-control  health  care  economy. 

These  reforms  should  include:  tort  reform  to  remove  the  mal- 
practice paranoia  physicians  practice  with,  while  still  protecting 
consumer  rights;  the  creation  of  commonly  accepted  provided  prac- 
tice guidelines  with  which  payers  such  as  us  can  be  more  effective 
in  holding  physicians  accountable  for  their  actions;  the  creation  of 
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a  simplified  minimum  benefit  plant  that  preempts  the  costly  and 
wasteful  State  minimum  benefit  requirements;  the  creation  of  a 
common  claim  coding  system  and  national  data  pool  that  can  be 
used  to  access  the  effectiveness  of  protocols  and  of  providers;  public 
policy  that  supports  the  balancing  of  physician  supply  toward  the 
general  practice  of  medicine,  as  opposed  to  those  specialties  that 
are  now  overcrowded;  and  programs  that  limit  the  public  reim- 
bursement of  expensive  medical  technology  to  preapproved  centers 
of  excellence.  These  centers  for  excellence  should  be  providing  an 
adequate  supply  of  high  technology  services  such  as  magnetic  reso- 
nance imaging  without  the  expensive  overcapacity  in  these  services 
that  we  now  see. 

All  of  these,  taken  together,  can  form  a  meaningful  reform  pack- 
age that  can  lead  to  a  more  efficient  and  effective  system.  The 
changes  my  industry  must  make  are  only  part  of  this  package.  For 
you  to  only  address  the  issues  of  insurance  reform — essentially  an 
access  issue — without  dealing  with  the  reform  of  the  cost  issues, 
will  only  increase  the  access  to  what  is  now  an  irrational  and  dys- 
functional system. 

I  will  suggest  to  you  that  simply  bringing  more  people  into  an 
unacceptable  environment  is  far  from  an  appropriate  solution.  My 
industry  needs  reform,  but  only  as  a  part  of  a  comprehensive  pro- 
posal that  addresses  all  of  the  elements  of  the  health  care  equation 
so  desperately  in  need  of  their  own  reform.  Thank  you. 

Mr.  Walgren.  Thank  you,  Mr.  Laszewski.  I  guess  my  question  is, 
Mr.  Kelly,  you're  suggesting  that  community  rating  is  something 
that  you  want  to  stay  away  from,  and  yet  the  Insurance  Industry 
Association  is  coming  forward  with  the  thought  that  once  in  the 
system,  you  have  a  right  to  stay  in  the  system;  that  you  would 
have  a  right  to  continued  coverage.  How  does  that  work  with  main- 
taining the  same  rates  of  coverage? 

When  you  say  that  a  person  has  a  right  to  continued  coverage, 
do  they  have  a  right  to  continued  coverage  at  the  same  premium 
level? 

Mr.  Kelly.  No,  I  mean,  obviously,  costs  go  up  each  year  and  sig- 
nificantly, and  despite  what  was  said  earlier,  what  is  driving  our 
health  insurance  costs  is  the  cost  of  medical  care.  It  is  true  that  90 
percent  of  Aetna's  business  is,  in  fact,  experienced  rated  and  10 
percent  is  for  small  groups. 

We  see  just  something  slightly  smaller  on  the  pure  indemnity  in- 
surance in  the  large  group  rather  than  the  small  groups,  so  it  is 
the  underlying  cost.  For  that  reason,  we  are  also  aggressively  ap- 
proaching that  area  of  cost  with  over  60  percent  of  our  business  in 
managed  care. 

We  and  everybody  else  are  investing  significant  money  in  man- 
aged care  to  hold  down  costs.  Then  we're  seeing  that  within  that, 
there  are  different  health  patterns.  What  we  are  proposing  is  that 
the  range  of  risk  for  a  group  with  a  similar  group  within  an  insur- 
er's portfolio  has  to  be  within  50  percent  of  the  average.  Nobody 
can  be  higher  than  50  percent  of  the  average  or  some  other  market 
rate  for  that  group. 

So,  yes,  the  rate  will  go  up  and  may  go  up  even  differentially 
faster,  but  no  more  than  15  percent  faster  than  the  others. 

Mr.  Walgren.  For  similar  groups. 
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I  don't  know  if  I  am  tracing  you  through  but  it  would  seem  what 
you  are  saying  is  that  you  are  going  to  insure  access  and  then  you 
are  going  to  limit  the  differential. 

Mr.  Kelly.  Yes. 

Mr.  Walgren.  And  you  will  hold  people  within  a  certain  range.  I 
guess  my  question  is  how  do  you  pick  that  range.  That  is  50  per- 
cent, why  not  10  percent? 

Mr.  Kelly.  Well,  clearly  

Mr.  Walgren.  Treat  more  fairly. 

Mr.  Kelly.  Well,  you  know,  the  fairness — true  individual  fair- 
ness and  pooling  are  opposite  extremes.  True  fairness  would  be  to 
charge  everybody  their  cost.  That  is  true  fairness,  however  that  is 
not  acceptable.  That  is  not  insurance. 

Mr.  Walgren.  That's  right.  It's  not  insurance. 

Mr.  Kelly.  What  we  want  to  do  is  to  provide  a  range  that  is  a 
reasonable  balance. 

Mr.  Walgren.  Let  me  see  if  I  can  get  you  to  agree  with  some- 
thing. To  the  degree  that  you  diverge  from  charging  everybody  an 
equal  rate,  you  are  diverging  from  insurance,  are  you  not? 

Mr.  Kelly.  No,  not  true  at  all.  Even  within  insurance  we  recog- 
nize different  risk  factors.  One  thing  to  remember  when  people 
talk  about  community  rating,  one  of  the  subsidies  that  was  in- 
volved in  community  rating  is  lower  income  people  subsidizing 
higher  income.  It  is  well-known  in  all  health  care  systems,  includ- 
ing the  UPS  system  that  higher  socioeconomic  groups  use  the 
system  more  so  if  you  have  community  rating,  one  of  the  things 
that  usually  happens  is  lower  income  groups  will  pay  for  the 
higher  utilization  from  the  higher  income  groups.  You'd  better  not 
allow  that  to  happen.  That  is  a  peculiar  anomaly  of  community 
rating.  Wealthy  people  utilize  more  health  care,  regardless  of  the 
delivery  system. 

Mr.  Walgren.  Well,  I  guess  I  am  just  fishing  for  the  underlying 
commitment  to  being  opposed  to  community  rating,  and  then  Mr. 
Laszewski  says  that  community  rating  is  something  that  has  a  real 
important  role  in  the  system. 

Mr.  Kelly.  Yes.  I  would  imagine — Mr.  Laszewski  has  admitted 
he  is  really  not  in  the  business.  Academically,  I  think  it  works  but 
actually  real  factors  indicate  that,  indeed,  we  can  successfully  oper- 
ate a  program  that  is  more  fair  without  this  community  rating.  My 
friend  from  the  Blues  points  out  that  it  is  dysfunctional  

Mr.  RiTTER.  Mr.  Chairman,  could  you  clarify  who  is  in  the  busi- 
ness at  this  point? 

Mr.  Walgren.  Well,  maybe  Mr.  Laszewski  could  clarify  the 
point.  Apparently  

Mr.  Laszewskl  Approximately  10  percent  of  our  business  would 
be  what  I  would  call  the  small  group  business  and  90  percent 
would  be  in  the  experience  rated  business  which,  I  think,  is  the 
same  percentage  that  Mr.  Kelly  gave. 

Mr.  Kelly.  It's  just  that  our  10  percent  is  more  than  his  100  per- 
cent. 

Mr.  Walgren.  Well,  I  guess  when  I  think  of  whether  we  are  fol- 
lowing insurance  principles  and  making  insurance  available  to  all, 
my  instinct  is  that  individuals  are  turning  away  from  insurance  be- 
cause of  the  cost — I  come  from  an  area  where  Blue  Cross /Blue 
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Shield  is  dominant.  I  see  people  trying  to  move  from  group  cover- 
age to  individual  coverage  when  they  are  no  longer  employed  by  a 
certain  group  and  having  a  real  difficult  time  moving  to  the  higher 
individual  premium  to  continue  their  coverage.  I  don't  know  if  it's 
50  percent  higher  or  25  percent  higher  but,  at  some  point,  even 
though  you  might  say  insurance  is  based  on  taking  account  of  the 
different  group  factors,  when  you  ask  them  to  move  over  to  that 
other  pool,  if  that  other  pool  has  high  enough  premium  rates  in  it, 
they  are  then  denied  effective  access  to  insurance  principles  literal- 
ly because  the  cost  of  that  remaining  pool  is  too  high. 

My  question  to  you  is  as  you  drive  the  group  rates  down  by  being 
more  and  more  competitive  and  more  and  more  selective  and  drive 
out  groups  like  Mr.  Laszewski's  company  where  they  are  now  only 
10  percent  of  that  business,  the  remaining  pool  goes  higher.  If  you 
drive  this  part  down,  this  has  to  go  up.  And  at  some  point  you  have 
denied  this  group  access,  as  a  practical  matter,  to  the  opportunity 
to  join  in  insurance,  have  you  not? 

Mr.  Kelly.  No.  Part  of  our  proposal  is  that  everybody  that  comes 
in  will  get  access.  We  are  calling  for  the  creation  

Mr.  Walgren.  But  only  if  50  percent — I  mean,  you're  willing  to 
say  that  their  rates  will  not  be  50  percent  more  than  the  other 
rates. 

I  guess  my  question  to  you  is  when  does  50  percent  more  deny 
access?  Because  the  experience  of  Western  Pennsylvania  is  when 
people  fell  out  of  their  groups,  their  incomes  were  such  that  they 
were  not  really  able  to  move  over  and  participate  in  what  was 
guaranteed  access  but,  as  a  practical  matter,  was  too  big  a  stretch 
for  them  and  they  did  not  continue  their  coverage. 

Mr.  Kelly.  Well,  part  of  our  proposal,  of  course,  as  it  is  intended 
is  similar  to  the  Pepper  Commission  in  that  we  would  have  govern- 
ment subsidies  to  help  people  within  the  poverty  level  to  afford  in- 
surance. So  a  significant  part  of  the  proposal  is  to  make  sure  that 
affordability  is  taken  care  of,  too.  So,  yes,  you're  right.  For  lower 
income  people,  insurance  is  unaffordable.  The  cost  of  health  care — 
forget  about  health  insurance — the  cost  of  health  care  is  unafforda- 
ble. 

Mr.  Walgren.  Can  I  draw  any  other  comments  from  anybody 
along  that  line? 

Ms.  Lehnhard.  I  would  comment  on  what  we  do  in  Pennsylva- 
nia, Blue  Cross  and  Blue  Shield.  We  do  community  rate.  Everybody 
literally  gets  the  same  rate.  It  is  not  adjusted  for  age,  sex,  any- 
thing. But  that  is  a  very  large  insurance  pool  and  we  have  several 
Blue  Cross  and  Blue  Shield  plans  that  still  have  what  you  call  a 
pure  community  rate.  Other  Blue  Cross  and  Blue  Shield  plans  will 
adjust  for  your  demographic  characteristics,  your  age,  your  sex,  but 
they  still  don't  look  at  the  experience  of  an  individual  group.  So,  if 
you  have  a  group  that  looks  like  every  other  group,  they  get  the 
same  rate  for  that  age  and  sex  mix  in  that  group. 

What  has  happened,  what  I  think  we  are  struggling  with,  in 
States  where  we  have  a  smaller  market  share,  not  so  much  a  big 
risk  pool,  we  have  had  to  be  more  aggressive  in  skewing  those  rates 
to  hold  onto  our  good  risk.  And  as  you  begin  to  compress  the  rates 
in  a  meaningful  way  that  you  are  descrilbing,  your  rates  for  your 
healthy  groups  are  going  to  come  up  dramatically  and  that's  where 


157 


the  uninsured  problem.  That  part  of  the  market  is  extremely  price 
sensitive.  Your  older,  sicker  groups  are  not  going  to  let  go  of  cover- 
age for  anything.  We  have  seen  that  in  the  Federal  employees  pro- 
gram in  high  option  where  older  people  could  leave  and  get  much 
cheaper  coverage  in  our  standard  option  but  they  won't  leave.  We 
are  afraid  the  older  groups  will  stay  on  and  the  younger  groups 
will  drop  out  of  the  market  entirely  and  go  bare.  So,  that's  what 
you  have  to  watch  for  in  pressing  these  rates  too  rapidly  in  too 
short  a  period  of  time. 

Mr.  Walgren.  Well,  my  time  has  expired.  I  recognize  the  gentle- 
man from  Utah. 

Mr.  NiELSON.  Thank  you. 

Mr.  Kelly  talked  about  play  or  pay  being  a  very  bad  thing  from 
the  insurance  standpoint.  Do  you  agree  with  that  Ms.  Lehnhard 
and,  if  so,  why? 

Ms.  Lehnhard.  Well,  we  are  very  concerned  about  it.  We  see  an 
inevitable  result  of  setting  up  a  State  or  Federal  pool  is  that  there 
will  be  a  demand  to  use  DRG  Medicare-type  payment  rates,  man- 
dated physician  assignment,  things  that  the  private  sector  cannot 
do  by  fiat  but  has  to  do  by  negotiation. 

Mr.  Nielson.  Do  you  think  employers  would  drop  out  of  employ- 
ment-based insurance  in  that  case? 

Ms.  Lehnhard.  Depending  on  where  payroll  tax  is  set.  If  it's 
cheaper  for  them  to  go  to  the  pool,  they  certainly  will  and  there  is 
every  reason  to  believe  that  business  will  demand  that  that  payroll 
tax  be  low  so  it  doesn't  look  as  much  like  a  mandate. 

Mr.  Nielson:  If  you  did  drop  out  of  the  pool  and  went  to  central- 
ized regional  or  State  plans,  wouldn't  the  public  plans  have  certain 
advantages  in  cost  in  that  case? 

Ms.  Lehnhard.  Absolutely.  That's  our  concern.  They  would  have 
State  legislative  authority  or  Federal  legislative  authority  behind 
them  to  say  we  shall  pay  the  DRG  rate  to  the  hospital  and  they 
shall  accept  that  and  the  DRG  rate  may  begin  to  look  quite  a  bit 
less  than  private  sector  and  even  Medicare. 

Mr.  Nielson.  In  other  words,  you  are  saying  the  government 
could  probably  operate  at  a  loss  without  much  trouble  providing 
what  pools  could  not. 

Ms.  Lehnhard.  I  tend  to  agree  with  Stu  Altman.  It's  hard  to  say 
whether  Medicare  is  doing  that  or  not  but,  certainly,  for  Medicaid 
the  States  have  operated  at  less  than  the  private  sector  and  we  are 
concerned  about  State  pools  doing  the  same  thing. 

Mr.  Nielson.  Mr.  Laszewski,  Mr.  Kelly  indicated  his  10  percent 
is  bigger  than  your  100  percent,  which  I  am  not  sure  is  relevant. 
Don't  you  have  basically  the  same  kind  of  problems?  Shouldn't  a 
large  company  be  even  better  able  to  cope  with  the  problems  of 
price  and  play  and  pay  as  well  as  the  small  company? 

Mr.  Laszewski.  Yes.  Liberty  pays  about  $2  billion  a  year  in 
health  care  costs  so  I  think  we  have  got  a  handle  on  it  as  

Mr.  Nielson.  I  don't  understand  why  his  comment  was  made. 
Will  you  explain  to  me  why  he  made  the  comment. 

Mr.  Laszewski.  Well,  you  can  ask  him  that,  I  guess. 

Mr.  Nielson.  No,  I  wanted  to  ask  you  how  it  came  across  to  you. 

Mr.  Laszewski.  Well,  I  think  there  is  a  debate  going  on  in  the 
industry  and  it's  a  strong  debate  and  I'm  probably  on  one  end  of  it 
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and  he's  on  the  other  end  of  it  and  that's  the  best  explanation  I 
can  give  you.  But  I  think  we  are  certainly  qualified,  in  doing  hun- 
dreds of  millions  of  dollars  of  business  in  the  small  group  area,  to 
know  something  about  it.  I  can  also  tell  you  that  that's  a  market 
that  we  would  very  much  like  to  enter  more  aggressively.  I  think 
that's  really  the  issue  here.  If  you  have  the  kinds  of  reforms  that 
we're  talking  about,  will  there  be  adequate  industry  capacity  to 
support  the  business.  I  think  there  isn't  any  question  in  mind,  in 
our  minds  at  Liberty  and  in  the  minds  of  many  of  the  peers  that  I 
work  with  in  the  industry — I  am  very  active  in  many  of  the  asso- 
ciation groups  also — that  many  of  us  are  not  at  all  of  the  kinds  of 
reform  that  we're  talking  about.  You  know,  capital  likes  a  business 
and  a  stable  industry.  The  small  group  industry,  the  small  group 
insurance  business  is  very  unstable.  To  the  degree  we  can  stabilize 
it,  you'll  see  capital  and  you'll  see  insurance  capacity  moving  into 
it. 

Mr.  NiELSON.  Dr.  Altman  indicates  that  the  Federal  Government 
should  require  all  payers  to  pay  the  same  rate.  How  do  you  feel 
about  that?  Could  you  live  with  that? 

Mr.  Laszewski.  Well,  there's  a  part  of  me  that  would  certainly 
like  to  do  that  because  it  would  make  my  business  a  lot  easier.  But 
I  think  if  I  said  that,  I  would  be  calling  for  regulation  of  rates,  hos- 
pitals, and  doctors  across  the  board  and  what's  good  for  the  goose  is 
good  for  the  gander,  I  suppose.  I  have  a  great  deal  of  faith  in  the 
free  system  and  if  market  forces  are  able  to  work  we  can  bring 
costs  under  control.  And  that's  the  way  to  do  it.  The  moment  you 
start  regulating  total  cost  or  total  budget,  you've  backed  into  ra- 
tioning and  that's  something  that  the  American  people,  I  don't 
think,  are  going  to  be  very  happy  about. 

Mr.  NiELSON.  He  talked  about  the  same  costs  for  a  specific  proce- 
dure? 

Mr.  Laszewski.  Well,  what  it  is  is  price  fixing.  But  what  you  are 
also  doing — and  he  also  talked  about  global  budgets.  You  are  back- 
ing into  rationing  when  you  do  that  and  that's  something  we  have 
to  be  very  careful  of. 

Mr.  NiELSON.  Would  you  like  to  comment  on  that,  Mr.  Kelly? 

Mr.  Kelly.  I  agree.  We  would  oppose  the  idea  of  price  fixing.  We 
have  talked  frequently  about  managed  care  which  reflects  a  unique 
American  competitive  approach  to  solving  the  cost  problem.  And 
it's  indicative  of  the  success  of  this  that  foreign  experts  in  managed 
care  to  visit  and  explain  how  it  works.  Price  fixing,  our  price  con- 
trols didn't  work  in  the  early  1970's  and  they  won't  work  now. 

Mr.  NiELSON.  I  am  not  sure  I  agree  with  you.  I  think  they  did 
work  until  we  had  the  embargo  on  oil.  They  were  doing  fine  until 
1973  when  it  was  impossible  to  keep  the  lid  on.  The  first  couple 
years,  they  were  quite  successful. 

Mr.  Kelly.  They  worked  because  you  kept  inflation  down  but  as 
soon  as  you  took  them  off  we  had  a  surge  of  

Mr.  NiELSON.  Well,  had  there  not  been  the  Arab/Israeli  conflict 
in  1973,  I  think  they  would  have  worked  and  ridden  out  the  storm. 

Mr.  RiTTER.  If  the  gentleman  would  yield. 

Mr.  NiELSON.  I  don't  have  the  time.  Let  me  ask  this  one  question. 
The  Nation's  Governors,  speaking  through  their  organization, 
called  for  a  moratorium  on  any  new  Medicaid  expansions  because 
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of  the  cost  of  handling  them.  How  does  that  square  with  your  sug- 
gestion that  the  Government  has  to  take  more  of  the  responsibil- 
ity? 

Mr.  Kelly.  Well,  the  funding  has  to  be  sorted  out  between  the 
Federal  Government  and  the  State  governments.  But,  very  clearly, 
government — whatever  branch  of  government — has  reneged  on  its 
responsibility  to  the  needy.  Over  the  last  15  years  we,  as  a  society, 
have  reduced  the  assistance. 

Mr.  NiELSON.  I  yield  to  my  ranking  member.  He  probably  had  a 
comment  on  that. 

Mr.  RiTTER.  What  was  that? 

Mr.  NiELSON.  ril  be  happy  to  yield  to  you  now. 

Mr.  RiTTER.  I  just  wanted  to  say  that  it  was  most  interesting  that 
a  Utah  conservative  Republican  was  arguing  for  price  controls 
but  

Mr.  NiELSON.  That's  not  what  I  did.  I  said  they  were  working 
until  that  special  circumstance  occurred. 

Mr.  RiTTER.  You  go  back  and  check  and  price  controls  are  notori- 
ously good  in  the  first  couple  years  before  they  introduce  bad  short- 
ages and  when  you  take  the  lids  off  it's  just — in  human  history, 
they  haven't  worked  too  well,  but  

Mr.  NiELSON.  You're  blaming  the  wrong  set  

Mr.  Kelly.  I  do  think,  though,  that  the  managed  care  approach 
where  we  identify  efficient  providers,  form  incentives  to  have 
people  directed  to  them,  invest  in  significant  practice  measure- 
ments of  medical  protocols — I  personally  am  on  a  steering  commit- 
tee for  an  lOM,  the  Study  of  National  Practice  Standards.  By  the 
managed  care,  the  significant  investment  the  private  sector  is 
making  is  a  much  more  effective  and  long-term  efficacious  way  of 
improving  both  cost  and  quality  of  medical  care.  We  believe  funda- 
mentally in  that. 

Mr.  Walgren.  The  gentleman's  time  has  expired. 

Mr.  Ritter. 

Mr.  Ritter.  Thank  you,  Mr.  Chairman. 

You  talk  about  managed  care  and  you  use  terms  like  efficient 
provider,  incentives,  and  protocols,  do  you  feel  that  we  can  get  a 
handle  on  what  Mr.  Laszewski  says  is  an  out-of-control  health  care 
economy  if  more  insurance  companies  take  on  the  idea  of  managed 
care,  or  are  there  fundamental  cost  factors  driving  the  system 
that — it  seems  our  witnesses  felt  that,  no  matter  what  you  did,  if 
you  didn't  somehow  deal  with  the  fundamental  cost  you  could 
never  control  the  price. 

Mr.  Kelly.  There  is  a  whole  number  of  things  for  which  America 
spends  more  than  other  countries.  The  appetite  for  perfection  in 
medical  care  is  going  to  drive  costs  significantly  in  this  country. 

The  demographics  are  there.  They  are  not  good  for  the  cost  of 
medical  care,  but  managed  care  can  squeeze  out  the  wasted  dollars 
over  time. 

Mr.  Ritter.  What  percentage  of  our  total— I  thought  it  was  $550 
billion,  but  I  was  off  by  $110  billion  in  my  opening  statement. 
What  can  managed  care  do  in  terms  of  percentage?  What  are  we 
looking  at  in  terms  of  cost  savings? 

Mr.  Kelly.  Academic  studies  and  the  preliminary  indications 
from  successful  managed  care  programs  within  our  own  company 
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and  our  competitors  indicate  that  we  can  reduce  the  cost  by  10  to 
15  percent  and  that,  over  time,  the  slope  will  moderate  somewhat, 
but  clearly,  some  of  the  underlying  forces  are  going  to  be  there  re- 
gardless. 

American  society  wants  perfection. 

Mr.  RiTTER.  Mr.  Laszewski  came  up  with  a  host  of  measures  that 
really  would  need  to  be  considered  before  we  got  health  care  costs 
under  control.  What  do  you  think  of  those  measures?  I  mean  things 
like  torte  reform,  provider  practice  guidelines,  simplified  minimum 
benefits. 

Mr.  Kelly.  Torte  reform  will  produce  a  1-percent  savings  in 
terms  of  GNP. 

Mr.  RiTTER.  Torte  reform  in  general  terms  or  torte  reform  just 
for  malpractice? 

Mr.  Kelly.  Well,  if  I  put  on  my  broader  insurance  hat,  I  think  I 
would  argue  for  total  torte  reform,  but  look  at  malpractice  torte 
reform.  Defensive  medicine  probably  consumes  just  close  to  1  per- 
cent of  the  GNP  in  this  country. 

Mr.  RiTTER.  The  GNP  is  $5.2  trillion. 

Mr.  Kelly.  Somewhere  in  the  range  of  $40  or  $50  billion.  The 
lowest  number  I  have  seen  is  $20  billion;  the  highest  has  been  $60 
billion. 

Mr.  RiTTER.  We  talked  about  physician  supply  factors. 
Mr.  Kelly.  I  prefer  to  let  market  forces  take  their  course  in  phy- 
sician supply.  We  have  to  do  away  with  State  mandated  benefits. 
Mr.  RiTTER.  You  are  talking  about  a  20-percent  increase  in  cost? 
Mr.  Kelly.  Twenty-percent  increase. 

Mr.  RiTTER.  One  of  our  previous  witnesses  said  it  was — the  fellow 
from  Brandeis  said  it  was  just  the  peanuts. 

Mr.  Kelly.  Well,  20  percent  in  some  States;  I  think  the  lowest 
number  we  have  come  across  is  5  percent. 

Mr.  RiTTER.  What  would  it  be  in  Massachusetts,  his  own  State? 

Ms.  Lehnhard.  At  least  20  percent. 

Mr.  Laszewski.  Blue  Cross  of  Massachusetts  estimates  14  per- 
cent. 

Mr.  Kelly.  We  are  forced  to  cover  wigs,  counseling,  Chinese  med- 
icine. 

Mr.  RiTTER.  Since  the  chairman  and  I  are  both  from  Pennsylva- 
nia, could  you  tell  us  a  little  bit  about  the  mandated  kinds  of  costs 
in  Pennsylvania? 

Mr.  Kelly.  Blue  Cross  is  much  bigger  there  in  the  insured 
market. 

Mr.  RiTTER.  What  is  our  State  like? 

Ms.  Lehnhard.  Massachusetts — oh,  with  respect  to  Pennsylva- 
nia? 

Mr.  RiTTER.  Yes,  because  the  chairman  and  I  are  

Ms.  Lehnhard.  I  am  not  familiar  with  the  mandates  in  the  State 
of  Pennsylvania. 

Mr.  RiTTER.  We  would  appreciate  it  if  you  could  provide  that  for 
the  record. 

Ms.  Lehnhard.  The  overwhelming  cost  of  mandates  is  coming 
from  substance  abuse,  mental  health  treatment,  which,  on  one 
hand,  can  be  of  great  value  to  an  individual,  but  on  the  other  hand. 
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can  put  the  cost  of  coverage  for  acute-care  services  out  of  range  of 
a  small  employer.  It  is  a  very  difficult  tradeoff. 

One  of  the  ways  the  Virginia  Blue  Cross  plan  has  made  coverage 
more  affordable  for  small  employers  is  to  rely  on  the  network  of 
community  mental  health  centers  to  provide  those  mental  health 
services. 

Mr.  Kelly.  For  the  record,  we  can  provide  you  some  estimate  for 
the  State  of  Pennsylvania. 

Mr.  RiTTER.  The  last  point  that  Mr.  Laszewski  made  was  to  have 
medical  technology  somewhat  constrained  in  its  expansion  to  what 
he  termed  ''pre-approved  centers  of  excellence",  and  he  talked 
about  an  adequate  supply  of  high  technology  service  such  as  MRI 
without  overcapacity,  and  I  guess  you  go  on  to  a  lot  of  different 
technologies. 

What  are  your  thoughts? 

Mr.  Kelly.  We  support  centers  of  excellence,  and  I  think  the  ap- 
propriate approach  to  allow  the  private  sector  to  determine  that.  I 
think  all  of  the  major  managed  care  companies — I  think  it  is  a  mis- 
nomer to  call  us  insurance  companies  anymore.  We  are  managed 
care  companies. 

Mr.  Hitter.  Are  you  a  managed  care  company? 

Mr.  Laszewskl  Yes. 

Mr.  Kelly.  We  are,  each  of  us,  identifying  ways  of  identifying 
centers  of  excellence. 

Mr.  RiTTER.  Better  watch  out  for  this  corporate  "we". 

Mr.  Kelly.  We  as  an  industry  are  competing  with  each  other  in 
developing  centers  of  excellence,  and  I  am  a  firm  believer  in  the 
free  market  with  a  much  more  effective  use  of  the  technology. 

Mr.  Hitter.  A  lot  of  our  previous  witnesses  talked  about  limits 
on  prices — obviously,  you  have  already  testified  against  that — some 
constraint  on  the  amount  of  benefits  provided  and  limits  on  access, 
as  well,  those  being  the  major  drivers  of  cost. 

Mr.  Kelly.  Clearly,  benefits.  You  touched  on  the  incremental 
growth  of  Medicare.  Mandated  benefits  are  a  clear  indication  of,  if 
you  do  not  limit  benefits,  you  are  going  to  get  runaway  cost. 

Mr.  Hitter.  We  here  in  the  Congress,  when  we  are  talking  about 
the  Pepper  Commission,  on  the  one  hand,  we  are  talking  about  how 
this  industry  has  to  get  its  act  together  and  get  prices  down  and 
make  things  affordable,  and  on  the  other  hand,  we  are  widely  ex- 
panding, year  by  year,  the  amount  of  benefits  provided. 

Ms.  Lehnhard.  a  very  good  example  of  that — the  bone-marrow 
transplant  was  mentioned,  and  I  will  not  get  into  the  specifics  of 
that  case,  but  we  have  been  told  by  people  familiar  with  this  tech- 
nology that  eventually,  possibly,  everyone,  almost  every  type  of 
cancer  could  be  treated  with  a  bone-marrow  transplant.  This  is  an 
extremely  expensive  procedure,  and  so,  you  see  the  technology 
growing  now,  not  incrementally  but  by  leaps  and  bounds,  in  terms 
of  how  it  is  going  to  affect  costs. 

Mr.  Kelly.  Each  individual  benefit  is  meant  well. 

Mr.  Hitter.  We  are  very  well  meaning  here.  We  will  seek  to  gain 
as  many  votes  as  humanly  possible  by  giving  people  presents.  It  is 
the  nature  of  the  political  beast. 

Mr.  Walgren.  If  the  gentleman  would  yield,  as  to  well  meaning, 
obviously,  if  bone-marrow  transplants  become  a  good,  effective 
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treatment  of  cancer  that  otherwise  causes  death,  it  is  not  just 
wanting  to  do  what  somebody  might  wish  for  themselves.  It  is 
wanting  to  do  what  is  essential. 

Mr.  RiTTER.  If  the  gentleman  would  yield  back,  the  other  side  of 
the  coin  that  I  was  talking  about,  we  provide  new  mandates,  but 
we  do  not  provide  the  financial  underpinnings  to  take  cai*e  of  those 
mandates.  That  is  where  we  fall  real  short,  and  whether  it  is  asbes- 
tos in  the  schools  or  medical  care,  we  continue  to  do  the  same  kind 
of  thing.  We  mandate,  and  then,  somehow  ask  the  system  out  there 
to  fulfill  our  mandates,  and  when  they  do  not  fulfill  our  mandates, 
we  haul  them  before  us  as  witnesses,  and  we  tell  them  what  a 
lousy  job  they  are  doing. 

Mr.  Kelly.  Mr.  Chairman,  just  to  answer  your  point.  Yes,  if  you 
mandate  whatever  coverage  and  they  are  efficacious  and  we  have 
to  recognize  that,  but  then  we  cannot  say  that  we  do  not  under- 
stand why  medical  care  costs  and  medical  insurance  costs  are  in- 
creasingly so  rapidly.  There  is  a  price  to  pay. 

Ms.  Lehnhard.  I  think  the  other  point,  also,  that  you  would  not 
have  to  mandate  if  it  were  termed  to  be  effective.  Hopefully,  we 
would  all  cover  it.  I  think  the  differences  to  our  system  is  that  ev- 
eryone would  have  access  to  it.  Under  the  Canadian  system,  it 
would  be  rationed  by  limiting  the  centers  of  excellence  that  could 
do  the  type  of  technology  that  is  needed,  and  that  is  going  to  keep 
our  costs  going  up  relatively  faster  than  other  countries,  also. 

Mr.  Walgren.  I  just  had  a  couple  of  thoughts,  and  I  would  just 
like  the  prerogative  to  raise  them. 

You  say  if  these  benefits  were  efficacious,  you  would  hope  that 
they  would  be  provided  by  the  insurance  companies,  and  yet,  Con- 
gressman Oakar  was  saying  that  the  strange  thing  is — why  is  it 
that  insurance  companies  do  not  provide  these  benefits,  and  when 
you  look  at  mandated  benefits  among  the  States  that  are  held  out 
here  as  being  a  substantial  cost  factor,  I  cannot  speak  for  the  range 
of  them,  but  there  certainly  are  several  that  are  very  efficacious — 
mammograms  to  prevent  and  moderate  the  cost  of  breast  cancer, 
medical  care  for  newborn  children. 

Those  are  State  mandated  benefits  that  somehow  or  other  were 
not  provided  by  private  insurers,  and  I  guess  the  question  I  would 
have  to  ask  is  the  same  as  Mary  Rose  Oakar's,  is  that  I  do  not  un- 
derstand why  those  benefits  are  not  provided  out  of  the  financial 
self-interest  of  the  insurer.  Is  there  some  reason  that  those  are  not? 

Mr.  Laszewski.  Well,  I  think  there  are  a  couple  of  issues  there. 

First  of  all,  you  really  need  to  think  about  what  insurance  is  for. 
What  insurance  started  out  to  be  was  the  protection  against  cata- 
strophic illness  and  financial  ruin  and  that  sort  of  thing.  If  State 
legislatures  and  the  Federal  Government  was  us  to  provide,  for  ex- 
ample well-baby  care,  which  is  going  into  the  doctor's  office  and 
getting  the  shots,  and  that  costs  $50  or  $60,  whatever  it  is,  we  can 
do  that.  I  can  cover  a  $60  claim,  and  I  will  charge  you  $65  to  do 
that.  All  right? 

For  the  vast  majority  of  people  above  200  percent  of  the  poverty 
line,  I  would  suggest  to  you  that  is  not  the  most  efficient  way  for 
them  to  pay  for  the  everyday  sorts  of  health  care  things  that  go  on. 
Obviously,  when  we  are  talking  about  people  who  are  poor  and 
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unable  to  pay  that  $50,  we  need  to  think  about  covering  those 
things. 

No  one  would  argue  that  that  is  not  a  good  use  of  resources,  pre- 
ventive medicine  and  wellness. 

The  second  thing  is  so  many  of  these  mandated  benefits  that  are 
mandated,  no  one  would  have  any  quarrel  with — pregnancy  cover- 
age, for  example — and  those  are,  in  fact,  generally  covered. 

In  the  self-insured  market,  which  is  the  majority  of— where  most 
employees  are  now,  you  do  not  see  anybody  marching  up  to  Capitol 
Hill  saying  I  am  in  a  self-insured  plan  and  I  do  not  have  adequate 
coverage.  In  that  sort  of  free-market,  self-insured  plan,  we  do  have 
those  kinds  of  coverages.  We  are  not  covering  the  so-called  'Vigs 
and  warts",  and  that  is  where  a  lot  of  the  cost  problems  are. 

So,  two  things — first  of  all,  do  you  really  want  us — do  you  really 
want  health  care  policy  in  this  country  to  be  paying  for  absolutely 
everything  through  the  employer's  contribution  to  health  insur- 
ance, such  as  the  $1,500  items,  or  do  you  want  it  to  be  real  health 
insurance?  Second,  no  one  has  any  quarrel  with  the  obvious  man- 
dated benefits.  It  is  many  of  the  so-called  ''special  interest  mandat- 
ed benefits"  that  we  have  great  difficulty  with. 

Mr.  Kelly.  On  the  question  on  the  efficaciousness  of  bone- 
marrow  treatment,  what  actually  happens  is  as  we  progress  and  as 
identified  by  the  medical  profession  as  an  effective,  non-experimen- 
tal treatment,  we  do  routinely  begin  to  cover  those  treatments.  It  is 
being  forced  by  mandate  to  cover  them  before  the  medical  commu- 
nity has  reached  agreement  that  those  treatments  are  effective  is 
one  of  the  problems  with  the  technology. 

Mr.  RiTTER.  What  is  an  example  of  that? 

Mr.  Kelly.  I  think  there  is  a  New  Jersey,  I  think,  bone-marrow 
transplant  in  New  Jersey.  I  can  give  you  examples. 

Mr.  Walgren.  It  was  a  woman  in  the  State  of  Virginia.  They  re- 
fused to  pay  for  bone  marrow  for  breast  cancer.  Bone-marrow 
transplant  is  widely  recognized,  as  I  understand  it,  as  the  only  ap- 
proach to  some  kinds  of  cancer.  Its  recognition  as  an  effective  ap- 
proach to  breast  cancer  is  relatively  new  and  perhaps  not  as  wide- 
spread as  the  others,  and  Virginia  took  the  position  that  it  had  not 
yet  crossed  the  magic  threshold,  and  the  woman  was  denied  the 
treatment.  It  was  recommended  by  a  physician. 

Ms.  Lehnhard.  These  are  very  emotional  issues.  It  may  be  the 
only  therapy  somebody  has  not  had  in  that  particular  instance,  and 
of  course,  in  those  stages,  somebody  is  willing  to  try  anything.  The 
difficult  position  it  puts  us  in  of  paying  for  any  experimental  proce- 
dure before  the  medical  profession  has  reached  a  clear  consensus 
through  the  literature— we  do  not  do  it  on  our  own— is  that  that 
procedure  may  not  even  be  safe. 

Mr.  Walgren.  Let  me  go  back,  though,  to  what  it  is  you  are  sell- 
ing, and  if  you  are  selling  something — and  I  do  not  see  any  dis- 
claimers on  it,  so  I  have  to  assume  that  it  is  what  the  public  ex- 
pects. Certainly,  that  woman  expected  a  bone  marrow  transplant  to 
be  covered,  and  somewhere  in  this  whole  insurance  business,  as 
these  costs  go  up,  is  the  obligation  of  the  insurance  company  to  be 
sure  that  it  is  delivering  on  the  expectations  of  the  public  when 
they  pay  whatever  premium  they  are  asked. 

Ms.  Lehnhard.  Take  the  example  of  an  experimental  drug. 
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Mr.  Walgren.  Or  else  it  is  not  insurance.  It  is  something  that 
does  not  have  the  benefits  that  they  expect  it  to  have. 
Ms.  Lehnhard.  That  is  right. 

You  could  take  an  experimental  drug,  and  there  might  be  a 
public  outcry  for  insurance  to  cover  a  drug  before  the  FDA  has  said 
it  is  no  longer  experimental.  We  could  easily  be  put  in  the  position 
of  literally  paying  for  a  thalidomide  before  it  has  been  proven  by 
the  medical  community  or  the  appropriate  governmental  authority 
to  be  not  just  effective  for  that  condition  but  safe.  We  could  put  in 
the  position  of  paying  for  something  that,  in  2  years,  the  profession 
turns  around  and  says  this  was  harmful  to  people  for  that  condi- 
tion. 

Mr.  Laszewski.  We  would  open  up  an  extraordinary  amount  of 
abuse,  I  think,  is  the  flipside  of  it  for  any  physician  who  felt  that 
he  had  a  treatment,  such  as  apricot  injections  for  cancer,  who  was 
a  legitimate,  licensed  physician,  and  now,  you  have  to  pay  for  it. 
You  would  open  an  extraordinary  opportunity  for  abuse,  and  what 
you  are  really  getting  down  to  is  the  whole  notion  of  priorities  in 
health  care  spending. 

You  know,  40  percent,  I  am  told,  of  Medicare  expenditures  are 
spent  in  the  last  2  months  of  life,  and  yet,  we  spend  far  too  little, 
as  we  all  agree,  on  well-baby  care,  on  poor  babies  in  this  country, 
and  if  we  are  going  to  have  health  care  under  control,  we  are  going 
to  have  to  make  some  choices.  We  have  got  to  be  very  careful  about 
how  we  make  those  choices.  We  have  got  to  move  some  of  those 
resources  down  to  the  parts  of  the  population  that  really  need 
them. 

Mr.  Walgren.  OK.  Let  me  ask  just  a  couple  of  other  points. 

As  I  understand  it,  Ms.  Lehnhard,  Blue  Cross  has  in  Virginia 
and  Washington  State  programs  that  are  designed  to  reach  low- 
income  people,  but  those  programs  are  substantially  limited.  There 
are  annual  expenditures  caps,  benefit  caps,  and  they  really  are 
very  focused  on  routine  and  preventive  care,  and  my  information  is 
that  they  would  not  cover  the  kinds  of  medical  care  that  would  be 
anticipated  with  those  with  preexisting  conditions  or  catastrophic 
problems,  generally. 

Now,  the  question  is  if  that  is — is  that  all  that  the  private  sector 
has  to  offer  to  the  public  that  is  within  the  reach  of  lower-income 
people?  If  the  only  thing  that  we  can  do  through  the  private-sector 
insurance  is  to  offer  programs  that  have  substantial  uncovered 
areas  in  them,  is  that  not  a  sign  that  we  have  to,  somehow  or 
other,  really  change  the  circumstances  under  which  the  private 
sector  is  offering  to  cover  that  debt? 

Ms.  Lehnhard.  Virginia  is  the  only  one  who  has  the  product, 
and  they  did  extensive  market  research  to  see  why  small  employ- 
ers were  not  offering  coverage,  and  any  small  employer  can  buy  it. 
If  it  is  the  worst  health  risk  in  the  State,  they  can  still  buy  it.  It  is 
heavily  weighted  towards  preventive  service.  It  is  well-baby  care, 
office  visits,  a  visit  to  the  dentist.  There  is  an  annual  cap,  but  it 
removes  itself  every  year,  and  I  have  forgotten  the  figure,  but  it 
clearly  enough  to  cover  far  in  excess  of  the  average  length  of  stay 
for  that  age  person.  The  average  length  of  stay  for  that  age  person 
is  probably  only  4  or  5  days,  and  this  would  cover  a  clearly  cata- 
strophic, certainly  a  neonatal  not  too  extreme  case. 
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The  thought  was  that— and  I  think  you  are  hitting  on  it— is  do 
you  go  catastrophic  or  do  you  go  preventive?  You  want  these 
people  in  the  preventive  stream.  They  are  going  to  get  the — and  it 
may  not  be  fair  to  the  hospitals.  They  are  going  to  get  that  cata- 
strophic coverage  if  it  is  a  neonatal  case,  and  our  objective  in  Vir- 
ginia was  to  get  them  insured,  get  them  into  the  primary  care  pre- 
ventive  mainstream,  with  decent  catastrophic  protection  for  that 
type  of  risk,  and  it  is  in  the — I  would  have  to  get  the  figure  for  you. 
It  is  not  an  insignificant  cap  every  year. 

Mr.  Laszewski.  Mr.  Chairman,  I  would  suggest  that  we  have  to 
be  careful  not  to  confuse  the  access  and  cost  questions.  When  we 
come  up  with  a  stripped-down,  let  us  say,  program  for  the  poor, 
what  we  are  trying  to  do  is  to  bring  the  cost  down  so  that  they  can 
afford  it,  and  what  we  have  tried  to  do  is  to  give  them  access,  but 
really,  the  fundamental  problem  there  is  cost,  and  you  know,  it  is 
ironic  that  all  we  can  afford  to  give  the  very  poor  is  a  catastrophic 
coverage  when,  in  fact,  what  they  cannot  afford  is  the  day-to-day 
primary  kind  of  care. 

So,  what  happens  is  that  you  have  got — when  you  have  got  the 
access  and  cost  problem  coming  together  with  the  poor,  that  very 
much  becomes  a  social  issue  in  part  of  the  country,  and  the  Pepper 
Commission  talked  about  being  able  to  do  additional  things  for 
people  below  200  percent  of  the  poverty  level.  We  have  simply  just 
got  to  step  up  to  the  table  and  take  responsibility  for  those  people 
and  take  responsibility  for  first-dollar  coverage  that  they  cannot 
afford  to  have. 

So,  it  is  so  easy  to  look  at  just  the  access  and  then  the  cost  issue 
separately,  and  that  is  a  perfect  example  where  access  and  cost  just 
do  not  come  together  in  a  rational  fashion. 

Mr.  Kelly.  It  is  this  group  that — one  of  the  recommendations  of 
the  Pepper  Commission  that  we  find  ourselves  very,  very  comforta- 
ble with.  We  need  to  do  more  for  the  poor  and  near-poor.  It  cannot 
be  done  totally  through  the  private  sector. 

Mr.  Walgren.  Now,  I  gather,  some  places  in  here,  we  are  talking 
about  providing  tax  incentives  and  regulatory  exemptions  to  the  in- 
surance industry  in  order  to  make  providing  that  kind  of  coverage, 
I  gather,  more  profitable,  and  my  question  would  be  whether  or  not 
we  then  do  not  have  almost  a  publicly-supported  privately-offered 
program,  and  is  that  something  that  is  of  neither  fish  nor  fowl? 

Mr.  Laszewski.  Well,  I  think  Lincoln  said  it  is  the  role  of  Gov- 
ernment to  do  for  those  who  cannot  do  for  themselves,  and  we 
simply  need  to  draw  a  market  line  here  between  the  private  sector 
and  the  public  sector,  where  people  can  or  cannot  do  for  them- 
selves, and  it  is  the  role  of  the  public  sector  to  take  care  of  people 
below  that  line;  it  is  the  role  of  the  private  sector  above.  In  reality, 
there  is  some  middle  ground  here,  and  that  probably  speaks  to  sub- 
sidy, and  the  Pepper  Commission  tried  to  deal  with  that  with  the 
200-percent  line  in  terms  of  the  poverty  level. 

What  we  are  suggesting— and  I  think  all  three  of  us  would  agree 
on  this  very  clearly— is  that  the  Federal  Government  should  not  be 
above  that  sort  of  200-percent  line.  It  should  not  be  in  the  private 
sector.  It  should  not  be  competing  directly  with  us  with  a  Federal 
agency,  because  none  of  us  trust  either  the  reimbursement  system 
of  that  agency  or  the  politicians  who  may  be  setting  rates. 
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Mr.  Walgren.  Well,  let  us  go  back  to  that  question,  then.  Is  this 
workable,  this  idea  of,  I  gather,  a  public  portion  of  insurance  in  the 
same  area,  covering  the  same  range  of  people  as  we  want  the  pri- 
vate sector  to  pay?  How  do  you  keep  them  separate? 

Apparently,  there  is  a  concept  of  a  solid  wall  or  a  fire-wall  of 
some  kind,  but  how  do  you  keep  them  separate,  and  how  tough  is  it 
to  set  that  premium  in  the  public  part  so  that  it  is  at  a  level  that 
you  are  not  draining  off  all  Blue  Cross'  business  if  their  risks  are 
genuinely  higher  than  others? 

Mr.  Laszewski.  It  is  impossible.  All  we  have  to  do  is  look  at  the 
private  passenger  auto  business,  insurance  business,  or  the  work- 
ers' compensation  business  throughout  the  States,  where  State  risk 
pools  have  been  set  up  and  put  under  political  control.  Today,  45 
percent,  I  believe,  of  all  drivers  in  the  State  of  Massachusetts  are 
in  the  high-risk  pool,  were  in  the  high-risk  pool,  because  the  politi- 
cians have  not  had  the  courage  to  raise  the  rate,  and  the  high-risk 
pool  suddenly  became  cheaper  than  the  regular  market. 

The  State  of  New  Jersey  right  now  is  dealing  with  a  $3  billion 
deficit  in  their  auto-insurance  risk  pool.  It  has  got  a  $3  billion  defi- 
cit, because  it  is  very  difficult  to  raise  those  rates.  It  is  like  raising 
taxes. 

So,  I  think  it  is  naive  to  think  that  in  a  regulatory  or  govern- 
ment environment  we  are,  in  fact,  going  to  have  the  public  sector 
of  the  Federal  Government  paying  list  price  for  health  care  and,  at 
the  same  time,  charging  real  market  rates  to  people.  The  second 
you  try  to  charge  real  market  rates,  you  are  going  to  have  all  kinds 
of  people  coming  in  here  telling  you  they  cannot  afford  to  pay  for 
it,  and  therefore,  you  have  got  to  keep  that  down. 

So,  I  think  you  draw  a  line,  and  you  draw  a  line  at — you  define 
the  poverty  level,  define  the  level  at  which  point  public  policy 
should  be  taking  responsibility  and  at  a  point  the  public  policy 
should  not  be.  Someone  has  suggested — the  Pepper  Commission  has 
suggested  200  percent  of  the  poverty  level.  That  is  probably  as  good 
a  line  as  any,  but  that  is  a  line,  and  you  let  both  entities  operate 
on  either  side  of  it. 

Mr.  Kelly.  There  are  analogies  in  other  areas.  In  the  housing 
market,  there  is  not  a  proposal  to  fill  up  the  housing,  that  the  Gov- 
ernment rent  a  dozen  houses  and  make  them  available  to  the 
middle  class.  A  Government  program  available  to  the  middle  class 
will  squeeze  out  any  private-sector  program. 

In  the  food,  we  did  not  pump  Government  into  massive  farming 
and  distribution  of  food.  We  had  subsidies  at  the  poverty  level. 

Once  you  put  the  Government  in — one  of  the  earlier  speakers 
spoke  about  a — in  fact,  the  Senator  mentioned  the  delicate  tension 
or  beautiful  tension. 

Ms.  Lehnhard.  Exquisite. 

Mr.  Kelly.  Exquisite  tension.  That  is  rather— with  the  Govern- 
ment there,  it  is  like  a  tug  of  war  between  a  single  person  and  a 
team  of  

Mr.  Laszewski.  About  as  discreet  as  a  3,000-pound  gorilla. 
Mr.  Kelly.  Yes. 

Mr.  Walgren.  Does  this  bill  you  back  towards  the  German  ap- 
proach, which  I  guess  is  characterized  by  some  kind  of  a  private- 
sector  or  independent  regional  entity  purchasing — well,  not  pur- 
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chasing,  providing,  with  its  resource  being  the  contributions,  I 
guess,  directly  from  individuals  with,  perhaps,  a  buy-in  by  govern- 
ment for  people  under  a  certain  poverty  line? 

Mr.  Laszewski.  Well,  all  you  have  got  is  a  sublet  bureaucracy  if 
you  do  that.  What  we  have  to— fundamentally,  I  think  we  need  to 
recognize  that  the  supply  and  demand  economy  is  out  of  whack 
and  that  market  forces  are  going  to  have  to  bring  it  back  into 
alignment. 

Now,  if  you  have  one  agency  or  one  private,  quasi-private  or 
public  agency,  whatever  you  call  it,  doing  that,  you  simply  are  not 
going  to  have  competition.  You  are  not  going  to  have — you  are 
going  to  have  higher  amounts  of  regulation. 

Mr.  Walgren.  You  are  not  going  to  have  government  unwilling 
to  raise  the  rates. 

Mr.  Laszewski.  That  is  true. 

Mr.  Walgren.  This  entity  would  have  no  way  to  do  other  than 
set  a  market  fee. 
Mr.  Laszewski.  No. 

Mr.  Kelly.  No.  I  think  you  see — political  history  is  very  clear. 
Once  a  price  is  set  politically,  political  pressures  always  under- 
price. 

Mr.  Walgren.  We  are  not  talking  about  setting  a  political  price. 
As  I  understand  it,  you  are  talking  about  setting  up  a  regional 
entity  that  would  receive  funds  from  its  beneficiaries,  and  it  would 
purchase  benefits  for  those  beneficiaries.  What  if  a  price  was  never 
set? 

Mr.  Laszewski.  All  right,  but  what  we  are  going  to  have,  then, 
is,  on  day  1,  we  are  going  to  have  a  revenue  stream  that  is  consid- 
ered adequate  to  fund  health  care  costs,  and  on  day  1,  we  know 
that  that  health  care  system  is  extremely  inefficient.  All  right? 
Now,  that  agency  is  going  to  have  a  budget,  and  it  is — that  agency 
or  private  organization,  whatever,  is  going  to  have  a  budget.  There 
is  not  enough  pressure  on  that  organization  to  bring  down  the  cost 
of  health  care.  It  is  not  competing  with  anybody.  If  it  brings  down 
health  care  costs  2  percent  or  25  percent,  it  really  does  not  matter, 
because  it  has  a  monopoly. 

I  mean  you  are  not  going — if — basically,  you  are  not  going  to 
bring  the  system  into  

Mr.  Walgren.  Anybody  could  go  over  to  the  private  sector  and 
get  a  better  policy,  I  gather. 

Mr.  Laszewski.  Well,  but  I  also  have  to  believe  that  if  the  Gov- 
ernment legislated  that  agency  or  that  organization  and  gave  it  a 
charter  or  a  mandate,  it  is  going  to  have  a  lot  to  say  about  its  prac- 
tices, including  rating  practices,  and  it  will  have  a  lot  to  say  about 
its  reimbursement  system. 

Ms.  Lehnhard.  a  good  analogy  is  the  Blue  Cross  and  Blue  Shield 
plans  that  are  sort  of  public  utilities  of  the  States.  They  often  are 
not  able  to  get  an  adequate  rate  increase.  Massachusetts  is  subsi- 
dizing almost  millions  per  day  on  their  Medigap  coverage,  because 
they  cannot  get  a — have  not  had  a  rate  increase  for  several  years. 

Mr.  Walgren.  Well,  yes,  but  you  are  hypothesizing  State  control 
of  rates,  and  I  am  trying  to  wonder  whether  the  German  example 
that  is  held  out  is  one  where  the  government  did  not  have  State 
control. 
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Mr.  Laszewski.  I  think  what  has  gone  on  there,  and  just  Uke  the 
Canadian  system,  we  very  often  say,  well,  the  Canadian  system  has 
health  care  costs  under  control,  and  what  happened  is,  back  in  the 
1960's,  a  structure  was  put  over  the  Canadian  health  insurance 
system  when  it  was  essentially  under  control  and  in  balance,  just 
as  ours  was  in  the  1960's. 

A  structure  was  put  over  the  top  of  that,  and  because  that  struc- 
ture was  there,  costs  were  not  allowed  to  grow  with  all  the  dysfunc- 
tional things  that  are  going  on,  and  when  many  people  look  at  the 
Canadian  system,  I  think  what  they  fail  to  realize  is  if  you  put  a 
structure  over  the  top  of  the  American  health  care  system  right 
now,  you  would  not  fix  it.  You  would  only  sort  of  put  a  cement  top 
on  it,  and  what  we  would  do  is  start  bleeding  out  efficiency  through 
rationing. 

If  you  go  to  a — if  you  go  to  a  German  system,  also,  where  you 
suddenly  put  a  certain  amount  of  regulation  over  what  is  going  on, 
and  you  hold  it  in  place,  you  are  holding  a  chaotic  situation  in 
place. 

I  will  suggest  to  you  that  if  we  look  back  at  history  in  the 
German  system,  they  probably  put  that  mechanism  in  when  the 
system  was  essentially  under  control,  not  terribly  expensive,  and 
because  of  those  constraints,  it  stayed  that  way,  and  that  is  really 
what  has  gone  on  in  Canada.  It  stayed  that  way. 

If  you  put  those  constraints  over  a  system  that  is  out  of  control, 
where  the  pieces  are  not  working  right,  there  is  not  really  going  to 
be  any  incentive  for  somebody  to  want  to  go  in  and  fix  the  pieces, 
because  you  effectively  went  to  some  form  of  global  budgeting,  and 
what  will  happen  is  when  you  go  to  some — when  you  back  into 
global  budgeting  is  you  have  backed  into  rationing,  and  that  is 
what  you  want  to  stay  away  from. 

Then  you  will  have  the  legions  coming  up  here. 

Mr.  Kelly.  You  know,  the  question  of— if  we  treat  the  poor  as 
the  ones  with  affordability,  I  believe  the  concept  of  Medicaid  buy-in 
or  buyout  is  an  approach  to  use  the  competitive  system  and  still 
provide  coverage.  So,  I  think  there  is  a  mechanism  to  solve  the 
problem  that  you  are  addressing. 

Mr.  Laszewski.  The  issue,  Mr.  Chairman,  is  to  put  reforms 
through  to  make  all  of  us  who  are  participants  in  this  environment 
act  in  efficient  ways  and  to  work  to  manage  health  care  costs,  not 
to  continue  to  turn  the  market,  because  that  is  doing  nothing  to 
create  efficiency. 

Mr.  Walgren.  Do  you  have  a  last  thought,  Ms.  Lehnhard? 

Ms.  Lehnhard.  No.  I  will  hold  it. 

Mr.  Walgren.  All  right. 

OK.  Well,  thank  you  all  very  much.  We  appreciate  your  pa- 
tience, and  we  will  look  forward  to  talking  to  other  firms  as  this 
thing  goes  forward. 

[Whereupon,  at  2:15  p.m.,  the  hearing  was  adjourned.] 
[The  following  material  was  submitted  for  the  record.] 
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U.S.  Chamber  of  Commerce, 
Business-Government  Policy  Department, 
Washington,  DC,  May  25,  1990. 

Hon.  Doug  Walgren, 

Chairman,  Subcommittee  on  Commerce, 

Consumer  Protection  and  Competitiveness, 

House  of  Representatives, 

Washington,  D.C. 

Dear  Mr.  Chairman:  I  would  like  to  respond  to  the  additional  questions  arising 
out  of  the  subcommittee's  April  26,  1990  hearing  on  the  health  care  recommenda- 
tions of  the  Pepper  Commission  and  their  implications  for  the  private  health  insur- 
ance market. 

1.  If  Congress  were  to  create  a  public  plan  with  the  "pay  or  play"  mandate  on 
employers,  would  there  by  any  incentive  for  an  employer  to  provide  insurance? 

Businesses  want  to  provide  coverage.  The  reasons  include  attracting  and  retaining 
good  employees  and,  in  the  case  of  many  small  business  owners,  providing  coverage 
to  his  or  her  own  family.  The  Chamber  believes  that  the  goal  and  focus  of  public 
policy  should  be  to  remove  the  obstacles  that  prevent  so  many  firms  from  providing 
coverage.  We  believe  that  the  reforms  we  propose  would  do  much  to  ensure  stability 
and  predictability  in  the  small  group  health  insurance  market. 

The  Chamber,  however,  does  not  support  the  creation  of  a  public  plan — with  or 
without  a  mandate — that  competes  directly  with  the  private  health  insurance 
market.  We  believe  that  such  a  plan  likely  would  have  problems  with  adverse  selec- 
tion (i.e.,  attracting  higher  risks)  and  would  destabilize  the  private  market.  The 
public  sector's  direct  role  in  providing  health  insurance  to  the  nonelderly  population 
should  be  limited  to  indigent  individuals. 

2.  What  are  the  reasons  for  the  differences  between  the  Chamber's  insurance 
reform  proposals  and  those  of  the  Pepper  Commission? 

The  Chamber's  recommendations  regarding  reform  of  the  small  group  health  in- 
surance market  are  generally  consistent  with  the  Pepper  Commission's  recommen- 
dations. 

Our  proposal  would  not  allow  entire  groups  to  be  refused  coverage.  Even  if  an 
individual  insurance  company  were  allowed  to  turn  down  a  group,  our  recommenda- 
tions would  still  require  that  the  group  be  guaranteed  access  to  coverage  at  a  rea- 
sonable rate  through  the  reinsurance  mechanism.  The  Chamber  has  no  objection  to 
using  the  reinsurance  mechanism  as  a  means  for  insurers  to  guarantee  access  to 
coverage  for  all  groups. 

In  addition,  the  Chamber  believes  that  a  total  ban  on  preexisting  condition  limita- 
tions could  result  in  a  perverse  incentive  to  groups  and  individuals  not  to  purchase 
coverage  until  accident  or  illness  has  occurred.  Prohibiting  the  application  of  new 
preexisting  condition  exclusions  to  individuals,  even  when  they  change  jobs  or  carri- 
ers, would  eliminate  the  most  common  problems  arising  in  the  current  marketplace, 
while  preserving  the  incentive  to  maintain  coverage. 

3.  Who  would  underwrite  your  proposed  reinsurance  pool — the  private  insurance 
industry  or  the  Government? 

The  Chamber  believes  that  the  reinsurance  pool  should  be  underwritten  by  the 
private  insurance  industry. 

4.  What  is  meant  by  "guaranteed  renewal  at  pooled  rates"? 

As  I  stated  in  our  testimony  before  your  subcommittee,  the  Chamber  is  not  calling 
for  community  rating.  Pure  community  rating  would  raise  rates  for  many  small  em- 
ployers as  well  as  removing  an  economic  incentive  for  health  promotion.  Pure  expe- 
rience rating,  on  the  other  hand,  is  not  practical  for  small  employers  as  it  exposes 
them  to  too  much  risk.  We  support  reform  of  the  present  system  under  which 
groups  with  similar  experience  are  pooled  by  the  insurer  for  rating  purposes,  but 
with  limitations  on  the  range  of  rates,  both  in  initial  rates  and  in  annual  rate  in- 
creases, that  any  insurer  can  have  for  groups  similar  in  geography,  demographic 
composition,  industry  and  plan  design.  Besides  these  relative  premium  limits  on  in- 
dividual carriers,  we  also  envision  that  the  reinsurance  mechanism  ^vould  establish 
an  overall  ceiling  on  rates  so  that  the  principle  of  guaranteed  availability  would  not 
be  undercut  no  matter  how  bad  the  small  employer's  experience  became. 

While  the  Chamber  has  set  forth  a  broad  policy  framework  regarding  reform  of 
the  small  group  health  insurance  market,  we  believe  that  it  is  more  appropriate 
that  the  insurance  industry  develop  the  specifics.  The  Chamber  will  continue  to 
focus  on  small  group  reform  and  refine  our  proposal.  Consequently,  as  our  knowl- 
edge and  expertise  increases,  we  may  make  refinements  to  the  specific  details. 

Ensuring  access  to  affordable  health  insurance  for  businesses  and  indeed,  all 
Americans,  is  an  issue  of  great  importance  to  the  Chamber.  Mr.  Chairman,  we  com- 
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mend  you  for  your  leadership  in  this  area  and  stand  ready  to  assist  you  as  you  con- 
tinue to  work  on  these  issues. 
Sincerely, 

Frederick  J.  Krebs,  Manager. 


Statement  of  the  National  Association  of  Health  Underwriters 

The  National  Association  of  Health  Underwriters  (NAHU)  is  a  professional  asso- 
ciation representing  approximately  10,000  health  insurance  agents,  brokers  and  pro- 
ducers from  across  the  United  States.  Our  members  are  dedicated  to  the  marketing 
and  servicing  of  health  and  disability  insurance  to  employers  and  individuals. 

Our  members  offer  a  unique  perspective  to  the  solution  of  health  care  access  in 
America.  On  a  daily  basis,  their  work  directly  touches  all  of  the  components  within 
the  health  care  cycle — from  the  insurance  carrier  for  product  development,  under- 
writing decisions  and  claim  experience;  to  individual  employers  in  the  packaging  of 
benefits  to  meet  specific  needs;  to  the  employee  who  may  encounter  difficulties  with 
coverage  or  claim  issues;  and  also  many  times  as  an  advocate  between  the  individ- 
ual or  insurance  carrier  and  the  medical  provider. 

Therefore,  we  believe  our  association  is  well  equipped  to  offer  testimony  to  the 
House  subcommittee  hearing. 

We  commend  the  Pepper  Commission  members  and  staff  for  their  diligent  work 
on  one  of  our  Nation's  most  complex  issues — that  of  the  reported  31  to  27  million 
Americans  who  lack  health  insurance  coverage.  We  share  the  Commission's  goal  to 
provide  health  care  access  to  all  Americans.  In  this  regard,  we  offer  our  comments 
and  reactions  to  specific  Pepper  Commission  recommendations  in  relation  to  our  po- 
sition on  health  care  access  for  America. 

NAHU  supports  the  cause  of  the  small  business  owner  and  employer.  These  entre- 
preneurs are  the  clients  of  a  vast  majority  of  our  members.  We  support  the  Commis- 
sion's recommendation  to  eliminate  State  mandated  benefits  for  small  groups.  The 
number  of  State  mandates  has  tripled  since  1975.  These  benefit  mandates  have  in- 
creased the  cost  of  providing  health  insurance  beyond  the  means  of  many  small 
businesses. 

In  addition,  we  promote  the  100  percent  deductibility  of  health  insurance  premi- 
ums by  all  business  entities  regardless  of  legal  structure.  Sole  proprietors  and  part- 
nerships should  receive  equitable  tax  preference  for  providing  health  insurance  to 
their  employees. 

We  thoroughly  support  certain  insurance  industry  reforms  for  the  health  insur- 
ance marketplace.  Such  reforms  especially  assist  the  small  employer.  We  applaud 
the  Commission's  recommendation  to  expand  managed  care  options  to  all  size  em- 
ployer groups.  We  believe  small  employers  and  their  employees  should  share  in  the 
savings  associated  with  such  cost  containment  measures. 

We  further  support  the  concept  that  individuals  should  have  the  freedom  of  em- 
ployment mobility  without  the  insurance  penalty  for  pre-existing  conditions  once 
that  individual  has  entered  the  insurance  market.  Additionally,  all  individuals 
within  an  employer  group  should  receive  coverage  regardless  of  medical  conditions. 
In  this  regard,  we  promote  the  concept  of  State  risk  pools  or  private  reinsurance 
mechanisms  to  spread  high  risk  cases  among  all  coverage  providers  and  risk  takers 
within  a  State. 

We  are  disappointed  with  the  Commission's  recommendation  to  mandate  employ- 
er coverage.  We  oppose  the  inclusion  of  an  employer  mandate  in  any  solution  to 
health  access  in  America.  An  employer  mandate  would  result  in  lost  jobs  and  a  re- 
duction in  the  number  of  new  jobs.  An  employer  mandate  directly  increases  the  cost 
of  hiring  workers  and  the  cost  of  goods  and  services  produced  in  the  United  States. 
These  increased  costs  reduce  the  ability  of  America's  small  employer  to  compete 
with  larger  businesses  as  well  as  in  world  markets.  Simply  stated,  an  employer 
mandate  is  bad  employment  policy,  bad  economic  policy  and  badTiealth  policy.  _ 

We  disagree  that  the  regimentation  of  a  standard  benefit  package  be  required.  We 
believe  the  marketplace  and  each  employer,  with  the  counsel  of  an  insurance  profes- 
sional, are  better  able  to  structure  basic  benefit  packages  which  meet  the  health 
needs  and  financial  capabilities  of  the  employer. 

In  this  regard,  we  also  oppose  a  fixed  employer  contribution  amount  or  percent- 
age. Many  small  employers  cannot  afford  to  pay  80  percent  of  the  total  employee 
and  dependent  premium  cost,  while  some  that  may  wish  to  contribute  more  may 
lose  the  motivation  to  do  so.  We  acknowledge  that  for  certain  low-income  Ameri- 
cans, the  expansion  of  certain  entitlement  programs  may  be  necessary  to  cover  an 
individual's  contribution.  We  believe,  however  that  the  market  driven  nature  of  em- 
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ployee  benefits  can  produce  affordable  contributions  levels  for  employers  and  em- 
ployees. 

We  firmly  believe  that  each  segment  within  the  American  health  care  cycle  must 
participate  in  the  solution  to  the  health  care  access  problem.  Thus,  we  look  forward 
to  the  development  of  treatment  practice  guidelines  for  physicians.  In  addition,  we 
promote  uniform  reimbursements  for  institutional  medical  providers  within  rural 
and  urban  locations. 

We  share  the  Commission's  concern  over  the  medical  malpractice  crisis  in  Amer- 
ica and  welcome  medical  malpractice  reforms.  We  believe,  however,  that  the  solu- 
tion must  go  beyond  merely  studying  the  situation.  Federal  law  must  assist  in  the 
control  of  liability  costs  by  placing  caps  on  the  amount  of  non-economic  damages 
which  juries  may  assess.  We  endorse  Senate  Bill  1274  and  request  the  Commission 
consider  its  provisions  for  liability  reform. 

NAHU  has  embodied  its  proposals  for  a  solution  to  the  health  care  access  problem 
in  America  within  a  Seven-Point  Strategy.  This  Strategy  is  attached  to  our  state- 
ment here  today  and  we  would  ask  that  it  be  made  part  of  the  record. 

The  Pepper  Commission  does  not  specifically  address  the  role  of  the  professional 
health  insurance  agent,  broker  and  producer.  The  issue  of  distribution  methodology 
must  be  addressed.  We  oppose  an  increased  and  increasing  role  for  the  Federal  Gov- 
ernment in  the  definition  and  distribution  of  health  care  insurance.  We  believe  that 
the  delivery  of  truly  cost-effective  health  care  can  only  be  achieved  through  an  indi- 
vidual analysis  of  the  unique  characteristics  of  each  employer's  circumstances  and 
conditions.  This  premise  has,  in  fact,  previously  been  supported  by  Congress, 
through  the  Employee  Retirement  Income  Security  Act  (ERISA)  which  minimizes 
regulatory  intervention  in  plan  design  for  self-insured  employee  welfare  benefit 
plans. 

The  insurance  professional  is  a  necessary  and  vital  resource,  acting  as  employer 
advocate  in  designing  and  delivering  plans  consistent  with  the  employer's  financial 
service  priorities  and  performing  such  critical  functions  as: 

— assisting  the  employer  in  the  definition  of  company  insurance  needs; 

— healping  the  employer  establish  insurance  coverage  priorities; 

— using  the  information  garnered  from  the  employer  to  investigate  a  variety  of 
insurance  carriers  and  a  diversity  of  benefit  plan  options,  thus  effectively  providing 
a  match  of  individual  needs  and  priorities  to  plan  design;  and 

— acting  as  the  representative  of  the  employer  to  efficiently  implement  the  bene- 
fit plan  and  administration. 

In  addition,  very  few,  if  any,  small  employers  would  be  able  to  employ  full  time 
benefits  managers  to  provide  the  above  employer  functions  without  significant  and 
prohibitive  costs.  The  insurance  professional  also  provides  a  vital  liaison  and  advo- 
cacy function  for  the  employee,  including: 

— educating  the  employee  regarding  the  features  of  his/her  plan; 

— clarifying  the  specifics  of  the  benefit  provisions  in  the  plan  that  are  designed 
for  the  employee's  specific  insurance  needs;  and 

— insuring  that  each  employee  is  aware  of  procedures  for  filing  claims  with  the 
insurance  carrier  or  other  private  sector  third  party  payor. 

The  insurance  professional  serves  the  employer  and  employee  through  direct  com- 
munication to  the  carrier,  acting  as  their  advocate  in  situations  of: 

—administrative  disputes  between  medical  provider  and  employer  and/ or  employ- 
ee; and 

— resolution  of  potential  claim  disputes  to  insure  employee  coverage  and/or  com- 
pensation. 

The  insurance  professional  plays  a  unique  and  most  critical  role  providing  an  irre- 
placeable resource  to  the  small  employer. 

The  National  Association  of  Health  Underwriters  recognizes  the  need  to  devise  a 
plan  to  effectively  insure  fair  access  to  health  care  and  health  insurance  for  all 
Americans.  We  promote  the  free  enterprise  system  and  its  inherent  flexibility  and 
choices  for  the  American  population.  We  disagree  with  an  increased  and  increasing 
role  for  the  Federal  Government  in  the  definition  and  distribution  of  health  care 
and  health  insurance. 

The  Pepper  Commission  recommendations  provide  a  starting  point  for  serious  dis- 
cussions. Our  association  stands  ready  to  participate  in  these  discussions.  We  are 
pleased  to  provide  this  statement  and  welcome  future  opportunities  to  participate  in 
the  evolution  of  future  health  care  policy  decisions. 
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SEVEN  POINT  STRATEGY  FOR  HEALTH  CARE  IN  AMERICA 

Preamble:  The  National  Association  of  Health  Underwriters  (NAHU)  herein  pro- 
poses a  Seven  Point  Strategy  for  health  insurance  access  in  America.  This  Strategy 
preserves  the  free  enterprise  system  which  presently  funds  the  needs  of  84  percent 
of  the  American  public.  Additionally,  the  Strategy  promotes  the  expansion  of  this 
system  to  include  the  reported  31  million  Americans  that  are  without  health  insur- 
ance. 

The  cornerstone  for  effective  health  insurance  access  is  our  membership  of  profes- 
sional agents,  brokers  and  companies.  The  presence  and  inherent  value  of  the  agent 
delivery  system  is  therefore  deemed  explicit  to  the  implementation  of  this  Strategy. 

1.  Tax  Fairness  Adjustment. — Tax  incentives,  in  addition  to  full  tax  deductibility, 
should  be  given  to  all  Americans,  including  Subchapter  S  corporations,  partnerships 
and  sole  proprietorships,  as  an  encouragement  to  become  insured.  Corporate  em- 
ployers should  continue  to  receive  full  tax  deductibility  for  health  care  insurance 
purchases.  Additional  consideration  should  be  given  to  other  tax  base  changes  that 
would  promote  the  purchase  of  private  health  insurance;  i.e.,  full  deductibility  of  all 
health  insurance  premiums,  and/or  a  system  of  tax  credits  and  rebates  on  a  reve- 
nue neutral  basis  to  assist  lower  income  Americans. 

2.  Safety  Net  Coverage-Medicaid  Coverage  Expansion. — Consideration  should  be 
given  to  a  fiscally  responsible  expansion  of  the  Medicaid  system  so  that  it  would 
encompass  the  population  of  Americans  whose  current  income  levels  do  not  exceed 
150  to  175  percent  of  the  Federal  poverty  level. 

3.  Mandatory  State  Risk  Pools  for  Funding  Uninsurable  Situations. — Statewide 
risk  pools  must  be  established  in  every  State  for  the  medically  uninsurable.  These 
must  be  funded  by  proportionate  assessment  on  insurance  carriers,  HMO's,  self  in- 
surance plans,  health  care  service  plans  and  all  other  risk  takers  operating  within 
that  State. 

4.  Limit  Medical  Malpractice  Awards. — Limit  medical  malpractice  suits  to  the 
actual  damages  or  to  actual  damages  plus  a  pre-set  limit  on  any  punitive  damage 
awards.  This  limit  should  be  sufficiently  low  so  as  to  reduce  the  escalating  cost  of 
malpractice  insurance  and  discourage  excessive  suits  hoping  for  a  windfall  settle- 
ment or  large  attorney  fees,  and  should  not  be  able  to  be  overridden  by  State  laws 
or  State  regulations. 

5.  Uniform  Minimum  Health  Care  Insurance  Policy  Provisions  for  All  Ameri- 
cans.— Free  enterprise  should  determine  the  insurance  benefit  provision  levels  avail- 
able to  insureds.  The  current  system  of  State  regulations  over  health  care  insurance 
provisions  requires  an  expense  that  could  be  lessened  by  a  common  minimum  bene- 
fit provisions  structure  nationwide.  Higher  levels  of  benefits  could  be  purchased  on 
a  qualified  tax  deductible  basis. 

6.  Medical  Services  Reimbursed  by  DRG  (Diagnosis  Related  Groups)  Schedules  Ad- 
justed for  CPI  (Consumer  Price  Index). — Doctors  and  hospitals  should  agree  to  reim- 
bursement based  upon  expanded  DRG  payment  schedules  with  inflationary  in- 
creases tied  to  the  CPI.  All  payors  for  health  care  services,  including  Federal  and 
State  governments,  insurance  carriers,  HMO's,  health  care  service  plans,  and  self- 
insured  plans  would  utilize  these  reimbursement  schedules  for  the  elimination  of 
cost  shifting. 

7.  Uniform  Funding  for  Institutional  Medical  Providers. — Common  funding  for  all 
hospitals,  skilled  nursing  facilities  and  extended  care  facilities  regardless  of  their  ge- 
ographic location  should  be  considered  immediately  so  as  to  provide  financial  reim- 
bursement equity  for  like  services  rendered. 


Statement  of  Susan  Engeleiter,  Administrator,  U.S.  Small  Business 
Administration 

In  the  State  of  the  Union  Address  the  President  asked  the  Secretary  of  Health 
and  Human  Services  to  conduct  an  overall  assessment  of  the  quality,  accessibility 
and  cost  of  our  Nation's  health  care  system.  That  overall  assessment  has  already 
begun  in  the  Domestic  Policy  Council  process.  As  that  review  proceeds,  I  would  like 
to  make  a  few  comments  about  the  effects  of  health  benefits  on  small  business. 

Health  benefits  are  of  paramount  importance  to  owners  and  employees  of  small 
business.  Owners  recognize  that  to  compete  in  today's  labor  market,  they  must  de- 
velop competitive  compensation  packages  which  both  attract  and  keep  able  workers. 
Recent  data  seems  to  indicate  that  more  small  business  workers  are  receiving  insur- 
ance coverage. 

Generally,  the  ability  to  offer  health  insurance  turns  on  profitability — if  the  busi- 
ness does  not  have  sufficient  profits,  it  cannot  offer  health  insurance.  However, 
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some  companies  have  mentioned  to  me  that  they  are  priced  out  of  the  health  insur- 
ance market,  or  are  in  the  type  of  business  in  which  health  insurance  is  not  avail- 
able, or  that  waiting  periods  for  new  employees  are  such  that  they  are  unable  to 
attract  the  type  of  workers  needed. 

As  a  result,  it  is  very  important  to  focus  on  particular  attributes  of  small  business 
and  its  work  force,  as  well  as  on  the  extent  of  health  care  cost  and  coverage  for 
small  business. 

I  also  believe  that  recent  movements  toward  insurance  reform  in  the  small  busi- 
ness market,  particularly  by  the  health  insurance  industry  itself,  is  a  necessary  first 
step  toward  expanding  access  to  coverage  among  uninsured  workers  and  owners.  It 
is  critical  for  the  health  insurance  industry  to  reasonably  price  policies  for  small 
business  and  to  offer  a  variety  of  lower  cost  products. 

At  another  level,  the  health  of  the  economy  is  closely  linked  to  the  health  and 
growth  of  the  small  business  sector.  New  and  small  firms  have  been  responsible  for 
the  lion's  share  of  net  new  jobs.  In  fact,  SBA's  economic  research  office  estimates 
that  small  firms  (those  with  fewer  than  500  employees)  created  two-thirds  of  the 
new  jobs  added  between  1980  and  1986.  Any  proposed  health  care  reforms,  thus, 
must  be  sensitive  to  the  interplay  between  the  health  of  the  economy  and  the 
health  of  small  business. 

We  have  very  serious  concerns  about  proposals  that  mandate  universal  health  in- 
surance coverage  through  employers.  The  cost  of  these  programs  would  strain  em- 
ployer-employee relationships,  and  adversely  affect  hiring  patterns  of  existing  com- 
panies while  increasing  start-up  costs  for  new  employers. 

Also,  with  the  internationalization  of  the  American  economy,  small  businesses  are 
expanding  to  the  more  volatile  world  markets.  Therefore,  it  is  important  that  small 
business  flexibility  not  be  unduly  restricted  by  mandated  health  insurance.  Firms 
must  have  the  ability  to  remain  responsive  to  changes  taking  place  in  the  1990's 
and  beyond. 

Small  firms  are  more  labor  intensive  than  large  firms — they  typically  depend 
more  on  people  than  machines.  Labor  intensive  businesses,  particularly  the  service 
sector,  are  projected  to  provide  most  of  the  U.S.  employment  growth  in  the  next 
decade.  Furthermore,  in  the  service  sector,  compensation — including  benefit  costs — 
is  a  higher  proportion  of  production  costs  for  small  firms  than  for  larger  ones. 

Small  firms  also  have  a  mix  of  workers  that  is  different  from  their  larger  counter- 
parts. They  tend  to  hire  younger  and  older  workers,  women,  part-time  workers  and 
workers  who  frequently  change  jobs.  These  characteristics  result  in  greater  expense 
for  health  care  protection. 

New  data  from  the  1988  Current  Population  Survey  provides  a  basis  from  which 
to  compare  how  workers  differ  by  firm  size.  ^ 

Because  the  teenage  population  and  the  labor  force  shrank  between  1983  and 
1988,  the  proportion  of  younger  workers  in  firms  of  all  sizes  dropped  sharply.  Small 
firms  employed  61  percent  of  the  younger  workers,  a  decrease  of  more  than  5  per- 
centage points  from  1983.  The  decline  was  greater  for  small  firms  than  large,  in 
part  reflecting  the  growing  competition  for  entry  level  workers. 

In  1988,  80  percent  of  elderly  workers  were  employed  in  small  firms — the  same 
percentage  as  1983. 

Women  were  more  likely  to  work  in  small  firms  than  large  in  both  1983  and  1988. 
About  58  percent  of  all  women  workers  were  employed  in  small  firms  in  1988 — a 
drop  of  only  1  percent  from  1983. 

Small  firms  have  higher  labor  turnover  rates  than  large  firms — partly  because  of 
the  kinds  of  workers  they  hire  and  the  opportunities  they  provide  for  flexible  work 
conditions,  including  part-time,  part-year  jobs.  About  27  percent  of  workers  in  small 
firms  move  every  year  compared  with  15  percent  in  large  firms.  ^ 

Part-time  employees  (those  working  fewer  than  35  hours  per  week)  were  more 
than  20  percent  of  the  small  firm  work  force  in  1988,  compared  to  13  percent  in 
large  firms.  This  compares  to  almost  30  percent  in  small  firms  and  almost  20  per- 
cent in  large  firms  in  1983.  Declines  in  part-time  employment  in  firms  of  all  sizes 
during  this  time  were  due  to  continued  economic  expansion. 

What  do  these  work  force  characteristics  mean  for  employers  who  offer  health  in- 
surance? They  affect  whether  a  worker  is  eligible  for  health  insurance;  whether  this 


1  Unpublished  data  from  the  May,  1988  Current  Population  Survey,  Office  of  Advocacy,  U.S. 
Small  Business  Administration,  1990. 

2  Berkeley  Planning  Associates,  Labor  Turnover  and  Worker  Mobility  in  Small  and  Large 
Firms:  Evidence  from  the  SIPP  (Washington,  D.C.:  U.S.  Small  Business  Administration,  Office  of 
Advocacy),  December,  1988. 
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person,  if  eligible,  participates  in  the  plan;  and  the  eventual  cost  of  health  insurance 
to  the  worker  and  his  or  her  employer. 

For  example  the  profile  of  a  typical  ineligible  worker  that  can  be  gleaned  from 
analysis  of  the  1988  Census  data  is  a  young,  unmarried,  low-wage,  part-time  employ- 
ee in  a  service  occupation  in  the  retail  or  contracting  sector  who  has  worked  for  his 
employer  less  than  a  year. 

Overall,  younger  workers  tend  to  be  less  interested  in  health  insurance  than  older 
workers.  Older  workers,  who  place  a  priority  on  health  insurance,  may  not  partici- 
pate because  the  costs  are  prohibitive.  Women  workers  who  are  heads  of  households 
are  more  likely  to  participate,  but  women  who  are  secondary  workers  are  frequently 
covered  by  a  spouse's  plan  and  will  not  participate  in  their  employer's  plan. 

Studies  conducted  for  SB  A  show  that  firms  with  1-10  employees  are  those  least 
likely  to  have  health  insurance.  These  firms  probably  do  not  generate  enough  profit 
to  afford  coverage.  ^  Follow-up  reports  indicate  that  small  firms  which  did  not  offer 
health  insurance  during  the  period  of  our  earlier  studies  began  to  offer  health  insur- 
ance when  they  had  substantial  increases  in  revenues  and  employees.^ 

Besides  profitability,  the  size  of  a  firm  consistently  constrains  health  care  cover- 
age. An  examination  of  the  1988  Current  Population  Survey  (CPS)  conducted  by  the 
Bureau  of  the  Census  shows  that  the  lower  rate  of  health  care  coverage  in  small 
business  has  remained  constant.  These  new  CPS  data  indicate  that  81  percent  of  all 
wage  and  salary  workers  were  offered  health  insurance  by  their  employers,  but, 
only  42.2  percent  of  workers  in  firms  with  1-9  employees  were  offered  health  insur- 
ance. The  offer  of  coverage  rises  consistently  with  size  of  firm;  93.1  percent  of  all 
wage  and  salary  workers  in  firms  with  more  than  100  employees  are  offered  insur- 
ance. It  is  important  to  note,  however,  that  the  offer  of  health  insurance  does  not 
necessarily  equal  coverage. 

The  number  of  insured  workers  in  firms  with  1-24  employees  actually  increased 
in  the  past  10  years,  with  36.3  percent  covered  in  1979,  increasing  to  39.2  percent  by 
1988.  This  increase  may  be  a  signal  that  business  is  raising  the  stakes  in  competi- 
tion for  the  types  of  workers  traditionally  employed  by  small  business. 

Although  everyone  has  suffered  from  skyrocketing  health  care  costs,  health  care 
premiums  for  small  companies  run  10  to  40  percent  higher  than  for  large  firms. 
Medical  underwriting,  administrative  costs,  and  the  inability  to  self-insure  increase 
small  business  health  care  costs  dramatically.  Unlike  large  plans,  a  catastrophic 
claim  has  a  major  effect  on  a  small  employer's  policy,  and  can  result  in  the  insurer 
either  cancelling  the  policy  or  increasing  the  cost,  making  it  unaffordable. 

When  health  insurance  is  offered,  how  do  small  employers  treat  the  eligibility  of 
their  workers?  Our  studies  show  that  small  firms  with  health  benefits  more  fre- 
quently offer  coverage  to  all  employees  than  do  large  firms.  About  44  percent  of 
small  firms  (with  fewer  than  100  employees)  versus  less  than  25  percent  of  large 
firms  (with  more  than  100  employees)  indicate  that  all  employees  are  eligible  for 
health  insurance  coverage,  though  more  employees  actually  refuse  coverage  in 
small  firms  than  large  firms. 

Part-time  and  seasonal  workers  in  small  firms  are  also  more  likely  to  be  offered 
coverage.  Seventy-six  percent  of  part-time  workers  and  59  percent  of  seasonal  and 
temporary  workers  are  excluded  from  health  plans,  compared  with  68  percent  and 
49  percent,  respectively,  in  small  firms. 

Small  employers  are  also  more  likely  to  pay  all  health  premium  costs  rather  than 
require  some  employee  contribution.  Seventy  percent  of  firms  with  fewer  than  100 
workers  pay  all  of  their  employees'  single  premium  contracts,  compared  to  60  per- 
cent of  firms  with  more  than  100  workers.  On  average,  the  smallest  firms  pay  89 
percent  of  single  premiums  and  about  the  same  for  family  premiums,  while  firms 
with  more  than  500  workers  pay  87  percent  of  single  premiums  and  only  67  percent 
of  family  premiums.^ 

For  these  small  firms  that  offer  coverage,  providing  more  complete  coverage  than 
larger  companies  makes  sense;  it  may  be  less  of  an  administrative  headache  to  do 
so,  or  it  may  compensate  for  providing  fewer  fringe  benefits  overall.  It  may  also  be 
attributable  to  the  fact  that  they  employ  family  members. 

Since  full  service  plans  similar  to  those  in  large  companies  are  offered  to  protect 
employers  and  their  employees  against  substantial  risks  and  to  retain  and  attract 
employees,  small  business  owners  prefer  full  service  plans.  Small  employers'  choice 


3 ICF,  Incorporated,  Health  Care  Coverage  and  Costs  in  Small  and  Large  Businesses,  (Wash- 
ington, D.C.:  U.S.  Small  Business  Administration,  Office  of  Advocacy),  April,  1987. 

*  Lewin/ICF,  Increases  in  Health  Insurance  Coverage  Among  Small  Firms,  1986-1988,  Nation- 
al Association  for  the  Self-Employed,  June,  1988. 

*  ICF  Incorporated,  op.  cit.,  p.  IV.  13. 
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of  benefit  packages,  however,  is  limited  to  more  inclusive  plans  because  State  legis- 
lation often  prescribes  the  content  of  health  insurance  purchased  from  commercial 
insurers  and  Blue  Cross/Blue  Shield  plans.  These  mandates  may  require  specific 
services  or  require  specific  reimbursement  of  specialty  providers'  services. 

By  increasing  mandated  coverage,  premiums  rise  to  reflect  added  services,  and 
have  a  substantial  effect  on  small  business  insurance  rates.  Employers  cannot  offer 
basic  medical  plans  to  protect  themselves  and  their  employees  from  risk;  but  must 
include  all  mandated  services  if  they  offer  insurance  at  all.  As  a  result.  State  man- 
dated benefits  is  one  of  the  primary  reasons  that  firms  self-insure.  Under  ERISA, 
these  firms  are  not  considered  insurance  companies  regulated  under  State  law,  and 
therefore  are  not  required  to  offer  State  mandated  benefits. 

According  to  the  Health  Insurance  Association  of  America  (HIAA),  health  insur- 
ance mandates  decrease  the  likelihood  that  a  small  firm  will  offer  coverage  to  em- 
ployees, and  increase  the  probability  that  a  medium  or  large  size  company  will  self- 
insure.  HIAA  estimates  that  each  new  mandate  enacted  between  1982  and  1985  low- 
ered the  likelihood  that  a  small  firm  would  offer  coverage.  Their  report  also  esti- 
mated that  51  percent  of  firms  that  converted  to  self-insurance  between  1989  and 
1984  would  not  have  done  so  had  there  been  no  mandates.^ 

The  full  burden  of  State  mandates  on  small  firms  can  be  better  appreciated  when 
one  reviews  those  who  are  not  required  to  offer  State  mandated  benefits.  In  addition 
to  self-insured  firms,  which  employ  approximately  70  percent  of  workers  in  firms 
with  1,000  or  more  employees,  and  30  percent  in  firms  with  100-999  employees.  Fed- 
eral employee  plans.  Medicare,  Medicaid,  and  often  State  Government  employee 
plans  are  also  exempt  from  State  mandates. 

Developments  in  the  States  of  Washington  and  Virginia,  which  limit  the  require- 
ment of  State  mandates  for  small  firms,  should  be  applauded.  Washington  State  is 
trying  an  experiment  to  exempt  firms  with  25  or  fewer  employees  from  19  State 
mandated  benefits.  Virginia  also  waived  mandates  to  permit  Blue  Cross  and  Blue 
Shield  to  offer  lower  cost  plans  containing  certain  maternity  and  well-baby  benefits. 
Employers  with  50  or  fewer  employees  that  did  not  offer  health  insurance  in  the 
previous  12  months  would  be  eligible. 

It  is  unlikely  that  allowing  basic  plans  without  mandated  requirements  would  un- 
dermine essential  coverage.  Small  businesses  often  cover  families  that  work  togeth- 
er, and  health  benefits  are  very  important  for  recruiting  and  retaining  employees. 
As  a  result,  a  business  committed  to  buying  insurance  will  purchase  a  plan  that  sat- 
isfies the  needs  of  its  workers  and  owners. 

In  December  1988,  SBA's  Office  of  Advocacy  issued  a  report  on  the  variety  of 
State  and  local  initiatives  expanding  health  insurance  coverage.''  These  plans  are 
just  now  to  the  point  that  we  are  getting  very  good  information  on  what  works  and 
what  doesn't  for  very  small  firms. 

I  believe  that  these  approaches  should  be  carefully  evaluated  when  their  effective- 
ness can  actually  be  measured.  The  Robert  Wood  Johnson  Foundation — sponsored 
plans  particularly  target  the  firm  size  that  most  needs  insurance  and  has  the  most 
access  problems — those  firms  with  1-5  employees,  and  the  self-employed. 

There  is  no  question  that  small  employers  will  have  to  address  the  issue  of  access 
to  health  care,  especially  as  the  labor  demographics  change.  Competition  for  work- 
ers increases  the  importance  of  employee  benefits,  such  as  health  insurance,  in 
order  to  attract  and  retain  workers,  and  an  aging  work  force  increases  the  overall 
demand  for  coverage. 

Our  voluntary  system  for  employee  benefits  has  worked  well  overall.  Now  the  em- 
phasis should  be  on  removing  barriers  to  affordable  health  insurance  products  and 
access  to  such  products  by  the  very  small  firms,  so  that  this  voluntary  system  can 
work  for  the  sector  of  the  economy  which  best  provides  the  impetus  for  economic 
growth. 
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cy, U.S.  Small  Business  Administration,  December,  1988. 
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